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Mo apology is needed for a book of this kind, for 
books that deal professedly with the economic 
history of India are, as yet, too few, and any addition to 
them must indeed be welcome. The book seeks to 
present a simple and clear account of the economic 
development of India in its various aspects. Although 
it naturally covers, for the most part, familiar ground, 
yet it endeavours to strike a distinctive note of its own, 


particularly in the arrangement of material, emphasis 
of important issues, and general perspective. It has been 
specially designed for the benefit of students of the 
B. A. Honours and B. A. Degree courses of Indian 
Universities, who will find the topical, as distinct from 
the chronological, treatment of the subject - matter 
particularly suited to their needs. Though primarily 
a textbook for the University student, it is not ex¬ 
clusively so, for it will prove a useful handbook for 
the general reader who wishes to have a concise and 

lucid account of the main strands in the growth of 
the Indian economy. 


In preparing this volume I have drawn material 
from many sources which it would take too long to 
mention individually, but to all of which I here acknow¬ 
ledge my indebtedness. I thank specially The Trichino- 
poly United Printers, Ltd., Tiruchirapalli, for having 
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done a neat job of printing with that uniform courtesy 
and helpful co-operation for which they are well - 
known. 

I shall be grateful for suggestions of improvement 
from teachers of economic history, among whom I am 
happy to count several to whom it has been my privi¬ 
lege to teach the subject in the course of the last 
twenty - five years. 


Tiruchirapalli, | 
Dec. 8, ’54. j 


M. AROKIASAMY. 
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Chapter I 

• The Transition in Agriculture 

The most remcirkable feature of Indian agriculture 
IS that it had continued practically unchanged till very 
recent times. At the beginning of the nineteenth cen¬ 
tury the framework of rural life in India was substan¬ 
tially the same as it had been for centuries before. The 

crops were the age-old crops; rice. 
Rural Frame- wheat, millets, pulses, oilseeds, sugar- 
Work cane, cotton, jute, tobacco, pepper, 

and indigo. The methods of cultiva¬ 
tion were equally ancient. In cultivating rice, for 

example, there had been hardly any change, the sowing 
Th watering, weeding, harvesting 

and threshing being carried on as in the earliest times 

Nor was there a change in the agricultural implements 
The principal implements-plough, scarifier, seed-drill 

Svt"m ---Jiilg 

sieve etc. — had all come down from the dim past 
nd retained their primitive traits intact. The iLd 

moTr’ undergone some significant 

in the course of the eiah 
nth century. The system of landholding had been 

or^mally one in which the cultivators, whettr as 

diritly“jo fte paid 

prSe of land P«»ril>ed share of ,he 

forces a class of r ^''^n^nally, as a result of various 

ries between the landroMerrandTe “ 

-ra, parts of the c„n„t'^. —d fliii: 
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but quite mistakenly, the British conferred on them 
proprietary rights, thereby creating the modern Zarain- 
dari and allied landlord tenures. Thus, at the commence¬ 
ment of the nineteenth century, the early system of land 
tenures, resting on the direct relationship of the cultivator 
with the government, had been essentially altered by the 
super-imposition of various intermediary rights, over a 
large area of the country. 

The organisation of the village, the basic unit of 
rural economy, had been remarkably stable through 
centuries of political and social vicissitudes and uphea¬ 
vals. There was little change in it before 1800. As 
has been well remarked “Dynasty after dynasty tumbles 

down; revolution succeeds to revolu- 
Seif-sufficient tion; Hindu, Pathan, Mogul, Mahratta, 
Village Economy Sikh, English are all masters in turn, 

but the village community remains 
the same.” Of no period in the history of India was 
this more true than the one preceding the nineteenth 
century. On the eve of that century the outstanding 
characteristic of the village, which gave rise to and 
summed up all its other features, was its self-suffi¬ 
ciency. This meant that the village was an isolated 
unit with hardly any contact with the outside world 
and having nearly everything it could want within 
itself. Agriculture was carried on with the object 
of producing nearly everything required by the cult- 
vator for his consumption. There was consequently 
no specialisation of crops. Among the crops that 
were grown, the food crops predominated, the bulk of 
the cultivated area being under them. The cultivator 
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did not bring his surplus produce to the market but stored 
It up to meet a future deficiency, so that no marketing 
organisation worth the name existed. The transactions 
that took place were isolated and local and based 
generally on the barter system. Money was rarely used, 
rents and wages being paid usually in kind. The whole 
life of the village was regulated by custom and tradition, 
and not by competition. Services were rendered and 
paid for and all rights and obligations were determined 
in accordance with customary usage and time - honoured 
status. The force of custom pervaded the entire rural 
economy. It was seen most clearly in relation to the 
position of the village artisans, namely the carpenter 
blacksmith, potter, barber - surgeon, cobbler, washerl 
man goldsmith, petty shop-keeper, oilman and weaver 

ftkir E^Tch'vT others like the astrologer, priest and 
. ■ illage had its full complement of these 

artisans^ As observed, although of a later period in the 

Census Report of India (1901). "the peculiar feature of 
Indmn rural life is the way in which each village is pro 
ided with a complete equipment of artisans and menials 

difc such ‘It “f "-Ktern commo. 

aities such as machine - made cloth kerosene. r, i 

umbrellas and the like, -it was almost’ self-supporting 

few other luxuries puTchfsed at Z Z 

brought in by the lamans or caravans ” Se i 

rirthe"'the n^edTof 
tarily t ^^^eir occupations heredi- 
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and allowance of grain at harvest time. The weaver 
and other artisans, whose services were required only 
occasionally, were, however, paid by the job. Even the 
regular artisans like the carpenter obtained an extra 
payment for the supply of certain things such as sugar- 
presses and carts. The influence of custom and tradition 
was exercised largely through the caste and joint family 
system and it had the effect of making labour immobile 
and the village people as a whole extremely conservative, 
though strengthening, at the same time, their sense of 
unity and solidarity. 

But in the course of the nineteenth century certain 
changes took place in Indian agriculture. Their magni¬ 
tude was far from considerable, in most cases ; and their 
pace was slow and gradual, at times almost imperceptible. 
The first change consisted of attempts to improve 

agriculture in respect of crops, methods, 
Change in the implements, manures, irrigation and 
pattern livestock. These attempts were made 

largely on the insistence of the Famine 
Commissions and as a safeguard against famines and 
their effects. Except in irrigation which made conside¬ 
rable progress, what had been achieved in other direc¬ 
tions by the end of the nineteenth century was no more 
than a bare beginning. The second change affected the 
self-sufficient character of the rural economy. With . 
the development of the modern means of transport and 
communication, the village was becoming less isolated 
and more interdependent with the outside world. At the 
same time there was growing specialisation in crops. 
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•especially industrial crops the proportion of which 
tended to increase. The extension of irrigation, the 
development of a market economy and the substitution 
of cash payments for payments in kind helped, each in 
Its own way, the specialisation of crops. In these 


circumstances, an agriculture which was producing for 
consumption was gradually being transformed into one 
which increasingly tended to produce for the market; in 
other words it was tending towards commercialisation. 
Thirdly, there was a great increase in the volume of 
indebtedness of the cultivators. This was the result of 
various causes, particularly the security of life and 
property under the British rule and the facilities for the 
mo^rtgage of property provided by a well - ordered legal 
and judicial system which clearly defined titles to 
property and rigidly enforced contracts. The growth of 
e cultivators’ debt led eventually, as the only available 
means of settling it, to the largescale transfer of their land 
o the moneylenders. Fourthly, land was subdivided and 
fragmented so that many holdings ceased to be economic 
ho dings. This parcelling of land was the outcome not 
only of the pressure of population on the soil but also 

partkion^nr*'"""' encouraged the equal 

Lasdv 1^1 'he heirs. 

under thr "" ^ competition, 

der the impact of numerous modern influences not 

the least of which was the group of forces that was 

wearing down the self-sufficiency of the village. As 

it f ^dually gained ground, it brought with 

t individual initiative and enterprise, mobility of 

abour, and bargaining for wages, rents and prices. With 
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freedom to move to other places or into other occupa¬ 
tions, there began to appear a ; scarcity of agri¬ 
cultural labour. The traditional position of the village 
artisan was also changing : he was losing the protection 
of his customary status and gaining instead the advan¬ 
tages of a competitive system. 


All these changes — agricultural improvement, 
commercialisation of agriculture, dispossession of pea¬ 
sants for debt, subdivision and fragmentation of 
holdings, and modification of the status of the village 
artisans — might together be said to constitute the 

transition in agriculture in the nine- 

AgricuUural tecnlh CClltUry. Though it is some- 

transition times fashionable to denote by the 

transition in agriculture only the 
changes other than agricultural improvement and 
modification of the status of the village artisans, the 
broader use of the term so as to include these latter 
would seem to be desirable. The improvements in the 
arts of cultivation, though they were as yet in the initial 
stages, were undoubtedly a part of the changes that 
made up the transition. And so too was the alteration 
in the condition of the rural artisans who were so inti¬ 
mately bound up with agriculture as to form an integral 
part of it. Adopting then the wider sense of the transi¬ 
tion in agriculture, it may be noted that two of the 
changes included in it, namely agricultural improve¬ 
ments \ and commercialisation of agriculture-, have 


1. Ch. 4. 


2. Ch. 3. 
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been dealt with separately elsewhere, so that only the 
others need here further examination. 

RURAL INDEBTEDNESS 

The growth of rural indebtedness was the result of 
a combination of causes, such as heavy pressure of 
population on land, subdivision and fragmentation of 
holdings, lack of subsidiary occupations, ill-health of 
the ryot, loss of cattle, instability of the monsoons, love 
of litigation, extravagance and improvidence, ancestral 
debt, increased borrowing capacity, unscrupulous 
exactions of moneylenders and rigid land revenue policy. 
These causes operated so as to reduce the cultivator’s 
income or to increase his expenditure or both. 

The problem of rural debt assumed a serious shape, 
for the first time, in the Deccan, soon after the American 
Civil War. The peasants of this area had dissipated the 
prosperity occasioned by the cotton boom during the 
Civil War and involved themselves in greater.debt than 

before. There was a trade depression 

Tbe Deccan together with enhanced assesments of 

land revenue and heavier taxation. 
The situation was further aggravated 
by the acute distress brought about by a succession of 
serious famines during the period. Amidst the general 
suffering, the resentment which the ryots-had always felt 
towards the moneylenders partly because they were 
unscrupulous in their dealings and partly because they 
were aliens, being marwaris who had come from else¬ 
where, rose to boiling point. As a consequence, riots 
broke out in the Poona and Ahmednagar districts of the 
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Bombay Presidency. Rising spontaneously in many 
places, the peasants robbed and wrecked the homes of 
the moneylenders, resorting, in some cases, to even 
greater violence. Almost everywhere they demanded the 
return of their debt bonds. The riots were quickly and 
easily put down. 

The government appointed the Deccan Riots Com¬ 
mittee in 1875 to inquire into the causes of the 
disturbances, and on its recommendations the Deccan 
Agriculturists’ Relief Act was passed in 1879. According 
to this Act, arrest or imprisonment for debt, which had 

given the moneylender a great hold 
The Deccan over the peasant, was abolished. The 

Agriculturists* Relief . , ^ ^ .1 

Act. court was empowered to go into the 

history of the debt and revise the rate 
of interest, if it was oppressive. Land was not to be sold 
for debt unless it was specifically pledged, and future 
mortgages were required to be in writing. Money¬ 
lenders were obliged to render accounts and grant 
receipts. Provision was also made for the amicable 
settlement of small debts through village munsiffs and 
boards of conciliators. Moreover, on certain conditions, 
the debtor might be declared insolvent, though in practice 
the peasants were as a rule too honest to avail themselves 
of this provision. The Act was later extended, with 
some modifications, to many other districts of the 
Bombay Presidency. 

Meanwhile, it was realised that, as in the Deccan, 
rural debt had increased also in other areas, such as the 
Punjab and Rajputana, indeed all over India, and that 
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Oegislation, which would go further than the Deccan 
Agriculturists’ Relief Act and directly restrict the 

alienation of land, was necessary. 
Restriction on Such legislation was passed, before 

transfer of land long, in the Central Provinces and in 


the Punjab. The Central Provinces 
Tenancy Act, 1898, restricted the right of transfer of in¬ 
land. The Punjab Land Alienation Act, 1901, which was 
the most important measure of the kind, -being indeed 
known as the Magna Charta of the agriculturists, for¬ 
bade non - agricultural classes to buy land from a 
member of an agricultural tribe or to take it in mortgage 
for more than twenty years. In 1938 it was amended 


so as to put down benami transactions and to bring the 
agriculturist moneylender, to some extent, under the 
same restriction as the non - agriculturist moneylender 
as regards the acquisition of land. The Agency Tracts 
Interest and Land Transfer Act of Madras, which 
-applied to the hill tribes in the Agency tracts of the 
izagapatam and Godavari districts, prohibited the 
transfer of immovable property to anyone other than a 
member of the hill tribes without the assent of the 
Agent to the Governor. Alienation of land was restricted 
by law, to some extent, also in the United Provinces In 
several provinces a part of the holding of the borrower 

was made exempt from attachment and sale 
Facilities were also offered for redeeming certain old 
'mortgages of land in the Punjab and in the Unimd 

Provinces while usufructory mortgages were limited to 

a reasonable period of years in several provinces. 
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The immediate effect of the Deccan Agriculturists^ 
Relief Act, the Punjab Land Alienation Act and other 
similar laws was to contract credit, to ruin the smaller 
moneylenders and to make it more difficult for culti¬ 
vators to obtain credit. Another result was that the 

large-scale expropriation of peasants. 
Increase of which had been taking place especially 
indebtedness after 1860, was Considerably checked, 

though all transfer of land was not 
entirely prevented. But rural indebtedness, far from 
being reduced, increased on the whole. This was largely 
due to factors, such as the increase in the rental and 
capital value of land, willingness of moneylenders to 
take greater risks, resort to various devices for circum¬ 
venting the law by taking advantage of loopholes in it 
and other means, which tended to counterbalance the 
discouraging influence on rural credit of legal restrictions 
on the alienation of land. 

Besides the restriction of the transfer of land, many 
other measures have been undertaken by the state in the 
present century, especially after the world economic 
depression (1929-33), to deal with the problem of rural 
indebtedness. They may be grouped, for the sake of 

convenience, under the following heads 
Avoidance of i. encouragement to avoid unnecessary 
unnecessary debt debt, ii. improvement of the civil law, 

iii. regulation of moneylending iv. 
debt conciliation, v. reduction of debt, and vi. 
provision of alternative sources of credit. The 
avoidance of unnecessary debt depends not only 
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on the cultivator’s income but also on his psycho¬ 
logy. His income must be adequate and the will to 
avoid debt, as far as possible, must be developed. This 
twofold object is secured by the spread of education 
among the rural population, the inclucation in them of 
habits of saving and thrift by providing facilities like 
the village post office savings banks, and the introduc¬ 
tion of agricultural improvements calculated to increase 
the ryots’ income. These measures should be greatly 

extended, if any appreciable benefit were to be derived 
from them. 

In order to protect the ryots, the Code of Civil 
Procedure was amended in several respects. For instance, 
the agriculturist debtor was exempted from arrest for a 
decree of the court and allowed to repay his debt by 
instalments. His agriculturals tools and implements, 

cattle necessary for tillage and the 
Change! in civil materials of his house could not be 

attached or sold for debt. The Contract 
Act was amended in 1899, extending 
the term “undue influence” to cover the unconscionable 
transactions of moneylenders and throwing on them the 
burden of proving the absence of “undue influence” 
in such cases. The Usurious Loans Act, 1918, sought 
to regulate the rate of interest by fixing a maximum. 
It empowered the court, once seized^ of a case, to 
reopen old transactions and examine the equity of the 
terms. It was amended in 1926 so as to cover cases in 
which either party to a mortgage sought relief. But it 
was never effective owing to “the laek of an obligation 
binding the overworked munsiffs to use it, to the lack of 



12 


a prescribed rate of interest, to the debtors’ ignorance 
of law, or even to an excessive regard for the sanctity of 
contracts which were substantially unfair.” Conse¬ 
quently, during the period 1933-39, it was further 
amended by laws enacted in several provinces. These 
latter fixed the maximum rate of interest and made it 
obligatory on courts to reopen the account and to reduce 
interest to the the prescribed rate. 

Several laws have been passed since 1930 in the 
Punjab, Bengal, the Central Provinces, the United 
Provinces, Assam, Madras, Bihar and Orissa in order to 
regulate moneylending. The measures of control 
provided by them are chiefly the registration and 

licensing of moneylenders, the regula- 
ReguUtion of tion of accounts, and safeguards 
moneylenrfing against the exploitation of the agricul¬ 
turist debtor by the moneylender. In 
some provinces, every moneylender is required to register 
himself and to obtain a licence. The penalties for non¬ 
registration and failure to take out a licence include not 
only fines of varying amounts but also the forfeiture of 
the right to use the legal machinery for the recovery of 
loans. In order to check abuses regarding accounts, 
moneylenders are enjoined to maintain accounts in a 
prescribed form. For example, the Punjab Regulation 
of Accounts Act, 1930, which is the most stringent 
measure in this respect, lays down that the moneylenders 
should maintain clear and separate accounts for each 
debtor, send him a statement of his accounts every six 
months and give him receipts for re-payments. Courts 
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of law are empowered to disallow costs and interest as 

a penalty for non-compliance. Protection is given to 

the debtor against exploitation by the creditor by fixing 

the maximum rate of interest chargeable on secured and 

unsecured loans, by making it an offence, punishable by 

imprisonment or fine, to enter in the bond a larger 

amount than the actual one, by exempting certain 

properties of the debtor from attachment or sare, and by 

forbidding intimidation and molestation of the debtor 
under severe penalties. 


The slump in agricultural prices during the economic 
depression brought to the fore the necessity of scaling 
down and redeeming rural debt. The debt conciliation 
machinery was devised for this purpose. The Central 
Provinces took the lead by passing the Debt Conciliation 

Act in 1933. The Punjab, Bengal, 
Debt ConcUiation Madras and Sind followed 

suit and enacted similar legislation. 
The debt conciliation laws in the 
various provinces, though differing in details of 

procedure, were based on the same general principles 

agreement between the debtor and the creditof through 
the agency of debt conciliation boards. The boards 
consisted of three to nine members, some of whom were 
non-officials representing the class of debtors and 
credilors respectively. Their jurisdiction was limited"^ 

certan, prov.ntes only to debtors whose debt did not 
exceed a prescribed maximum. Debts to co-operative 
societies were either subject to debt conciliation on the 
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previous approval of the Registrar of Cooperative 
Societies, as in Madras and the Central Provinces, or 
excluded, as in the Punjab. Debts due to the Govern¬ 
ment and to banks as well as trade debts were excluded 
wholly or in part or brought under conciliation on 
special conditions. Except in Bengal, where they 
were endowed with powers of compulsion in certain 
cases, they depended on persuasion to arrive at an 
amicable settlement between the parties. Agreements 
thus made were signed by the boards and registered 
under the Indian Companies Act, taking effect as a 
decree of the civil court. They were generally based on 
the rule of da/ndupat, repayment in instalments fixed 
with due regard to the paying capacity of the debtor, 
and disallowance of interest on the debt as settled by 
conciliation. In case a refractory creditor refused to 
accept a fair offer, the boards could issue a certificate 
to the debtor, provided a given percentage of the debtor‘s 
liabilities had been amicably settled. The effect of the 
issue of the certificate would be that the creditor would 
not be entitled to costs in a suit for the recovery of the 
debt or to interest in excess of simple interest at 6 per 
cent per annum on the amount due after the date of 
issue of the certificate. Except in Bengal, where appeals 
were allowed against their awards, the decisions of the 
boards were final, civil courts being debarred from 
entertaining suits in respect of debts settled by 
conciliation. 


The debt conciliation boards had worked with 
great success in the Central Provinces. Good results had 
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Compulsory scaling 
down of debts 


been achieved by them also in other provinces like the 
Punjab, Bengal, Assam and Madras. But, being 
voluntary, their operation was slow and on a limited 

scale, so that they only touched the 
fringe of the problem of rural indebted¬ 
ness, and that too not quickly enough. 

The need for compulsory scaling down 
Ot agriculturists’ debts was, therefore, keenly felt, and 

legislation was passed in several provinces, providing for 
n. Madras led the way by passing the Agriculturists’ 
Debt Relief Act, 1938. According to this Act, a 
distinction was made between pre - depression debts and 
post - depression debts, i. e. debts incurred before or 
after October 1, 1932. .All arrears of interest outstanding 
on October 1, 1937 on the former were wiped off. Debts 
incurred after October 1, 1932 were charged interest 
only at 5 per cent up to October 31, 1937, and thereafter 
all debts, including the scaled down debts, were to pay 
interest at not more than 6^ per cent. The rule of 
dumdupat was applied; when the agriculturist debtor had 
paid twice the amount of the principal by way of 
interest, or principal, or both, the entire debt was deem¬ 
ed to have been cleared. In case the payments made were 
less than twice the principal, only the balance required 
to make up twice the principal or the amount of the 
principal outstanding, whichever was less, was payable. 
Debts due to co-operative societies and certain classes of 
banks were exempted from the provisions of the Act. 

enants were given relief by the provision that all arrears 
of rent, except those of the preceding two years, were to 
e wiped out, provided these latter were paid before 
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September 1939. The enforcement of the Act was left 
to the ordinary courts. 

The Central Provinces and Berar Relief of Indeb¬ 
tedness Act, 1939, provided for the scaling down of' 
debts incurred prior to December 31, 1931 on the basis 
of the estimated fall in the value of land. The principal 
of the debts was reduced according to a graduated scale 
ranging from 30 to 15 per cent. The rate of interest was 
fixed at per cent compound interest with yearly rests, 
or 6 per cent simple interest on secured loans, and 9 per 
cent on unsecured loans. The scaling down of debts, 
under this Act, was more thorough than in Madras, but 
subject to more delay owing to the special legal arrange¬ 
ments involved in enforcing it. 

The Bombay Agricultural Debtors' Relief Act, 1939,. 
aimed not only at compulsory scaling dowh of debts- 
through Debt Adjusment Boards specially constituted 
for the purpose but also at arrangements for repayment 
of the scaled down debts in convenient instalments. 
The interest and the principal would be reduced first in 
accordance with a graduated scale by the Debt 
Adjustment Boards. The repaying capacity of the 
debtors would then be ascertained by the Board on the 
basis of the value of all their movable and immovable 
properties, with certain exceptions, and the principal of 
the debts would be further scaled down to 80 per cent 
of that capacity. Provision was made for the repay¬ 
ment of the scaled down debts in instalments or in the 
form of bonds issued to the creditors by the Provincial 
Land Mortgage Bank subject to certain conditions. 
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Facilities were also given for the clearance of such debts 
through co-operative resource societies and other 
authorised agencies. 

Similar debt relief laws were passed in the United 
Provinces, Sind, and some Indian States, including 
Bhavnagar, Mysore and Travancorc. The U. P. 
Agriculturist Debt Redemption Act, 1939, authorised 
the courts of law to award, as the principal amount due, 
a sum not exceeding twice the amount of the principal, 
after deducting all the payments received by the creditor 
in the past in respect of that transaction. In Bhavnagar, 
where the most remarkable success had been achieved in 
debt redemption, the debts, on being scaled down, were 
taken over by the Durbar who paid off the creditors. 

While the burden of rural indebtedness was lessened 
considerably through both debt conciliation on a 
voluntary basis and compulsory scaling down of debts, 
facilities for cheap credit were provided to the agricul¬ 
turists, in order to enable them to clear the reduced debt 

and to meet their capital needs. The 
Provision of credit Government used to help cultivators 

facilities from ancient times by advancing 

takkavi loans. Takkavi Acts were 
passed in 1871, 1876 and 1879. But real assistance was 
rendered only after the passing of the Land Improve¬ 
ment Loans Act, 1883, and the Agriculturists’ Loans Act, 
1884. The former Act provided for long-term loans to 
be granted for permanent improvements on land, such as 
wells and embankments, and the latter for short-term 

loans for meeting current agricultural needs, like the 
2 
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purchase of seed, cattle, manure, implements, etc. For 
various reasons, these loans had been of very limited 
utility to the agriculturists. A suitable and cheap 
system of credit for agriculturists was badly needed. 
An attempt made, at the instance of Sir William 
Wedderburn and M. G. Ranade, to establish a bank for 
financing agriculturists in Poona district proved abortive. 
Meanwhile, experiments were made here and there with 
co-operative societies, and these eventually led to the 
development of the co-operative movement as an 
important channel of rural finance.^ The Agricultural 
Finance Sub-Committee, set up by the Government in 
1944 to report on the ways of reducing indebtedness and 
financing agriculture and animal husbandry under 
proper control, recommended that, in addition to 
strengthening the co-operative movement and encoura¬ 
ging the commercial banks to play an important part in 
rural finance, an Agricultural Credit Corporation should 
be established by the state. The Corporation would be an 
autonomous public corporation, operating under general 
official supervision and direction, but carrying on its day- 
to-day business largely on an independent basis. It 
would provide the agriculturists all over the country 
with an agency, alternative to the private moneylender, 
from which they could obtain finance for all reasonable 
purposes on reasonable terms. 

SUBDIVISION AND FRAGMENTATION 

There was, in the nineteenth century, a growing 
tendency towards the subdivision and fragmentation of 


1, Ch. 7. 



19 


land, and it has continued since with increasing 
intensity. While subdivision made the holding small, 
fragmentation made it scattered. Though, within 
limits, subdivision and fragmentation might have certain 
merits, in the shape which they had assumed in India 
they were manifestly evils, resulting in uneconom.ic 
holdings and consequent poverty and indebtedness of 
the agriculturists. As observed by Dr. Mann in 
summing up their results, they destroyed enterprise, 
resulted in an enormous wastage of labour, led to a very 
large loss of land owing to boundaries, made it 
impossible to cultivate holdings as intensively as would 
otherwise be possible, and prevented the possibility of 
introducing outsiders, with more money, as tenant 
farmers or as purchasers of a good agricultural property. 


The emergence of these evils is commonly attributed 
to the Hindu and Muslim laws of inheritance. The 
former permitted the equal division of property among 

all the sons and the Matter among 
Causes all the male and female heirs. There 

could be no doubt that these laws 
of inheritance did favour the subdivision and fragmen¬ 
tation of land. But the magnitude, which subdivision 
and fragmentation assumed, was the result of other 
factors, of which the most important were the growth of 
the individualistic spirit, the dissolution of the joint 
family system, the pressure of population, the decline of 
handicrafts and the inadequate expansion of modern 
mdustry. These factors, operating each in its own way 
combined to raise subdivision and fragmentation, which 
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was made possible by the laws of inheritance, into a 
major problem of Indian agriculture. 

The obvious remedy to fragmentation was the con¬ 
solidation of holdings. The Punjab was the first to take 
steps in this direction. Co-operative societies for the 
consolidation of holdings were organised in localities 
where the ground had been prepared by intensive 

propaganda carried on by officials of 
Co-operative department. They 
endeavoured, by dint of persuasion, 
to re-arrange the scattered strips so as to give each 
cultivator a compact holding. In working out the 
details of re-arrangement, they were assisted by a specially 
trained staff. There were, by the end of 1943, 1807 
such societies which had helped to consolidate 1*45 
million acres. But the success of the movement was 
limited by its voluntary character. So long as consoli¬ 
dation was voluntary, it could be held up by a dissident 
minority, even though the majority of landholders agreed 
to it. An element of compulsion was therefore deemed 
necessary, and it was introduced by the Consolidation of 
Holdings Act, 1936. Modelled on similar legislation in 
the Central Provinces and Berar, this Act enabled 
consolidation to be carried through by means of com¬ 
pulsion of an unwilling minority. 

Following the lead of the Punjab, some other 
provinces also adopted measures for the consolidation 
of holdings. In the United Provinces, interest in consoli¬ 
dation of holdings was aroused by the report submitted 
by Mr. S. B. Misra in 1924, and co-operative societies 
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were organised for the purpose in the following year. 
In 1939-40 there were 182 such societies and they had 
brought about the consolidation of 77,672 pacca bighas 
of land. The Consolidation of Holdings Act, 1939, 
introduced consolidation on a compulsory basis. Under 
the Act, Consolidation Officers were appointed with 
power, on receipt of applications for consolidation from 
the land holders of more than one-third of the cultivated 
area in a village, to make inquiries and pass orders for 
consolidation. Consolidation under the Act went on side 
by side with that effected through the co-operative 
societies, as was the case in the Punjab. 

The Central Provinces first enacted legislation provi¬ 
ding for compulsory consolidation, which became the 
basis of similar legislation in other provinces. The 
Central Provinces Consolidation of Holdings Act, 1928 
was passed, because the consolidation, effected by the 
co-operative societies, fell short of expectations. Accord¬ 
ing to the Act, which was applied in the first instance 
in the Chattisgarh Division only, power was given to 
not less than half the permanent right-holders, holding 
not less than two-thirds of the occupied area in a 

village, to prepare a scheme of consolidation, which 

on being confirmed, became binding on all the' perma¬ 
nent right-holders in the village and on their successors. 
Power was also given to any two or more land¬ 
holders with a certain minimum area of land to apply 
for the consolidation of their holdings to be carried out 
in accordance with a prescribed procedure. Under the 
Act, 500,000 acres of land in 2,436 villages had been con- 
:solidated at a small cost of about four annas an acre. 
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In Baroda State, though permissive legislation in 
favour of consolidation, enacted in 1920, proved in¬ 
effective, some measure of consolidation was achieved 
not only through co-operative societies, of which there 
were 79 in 1938-39, but also by other means. The latter 
included action taken under the Prevention of Frag¬ 
mentation of Agricultural Holdings Act, 1933, which 
conferred on neighbours and co-parceners the right of 
purchase of the adjoining lands, and under the Land 
Revenue Code and the Partition of Property Act 
which fotbade the partition of large holdings below 
prescribed limits. Compulsory consolidation was 
introduced in the Kashmir State by an Act which laid 
down that a scheme of consolidation could be enforced 
on all the landholders in a village, provided 80^ of them 
wanted it. 

An attempt was made to prevent subdivision and 
fragmentation of holdings in Bombay in 1927, when 
the Small Holdings Bill was introduced in the Bombay 
Legislative Council. The Bill provided for the deter¬ 
mination, according to local conditions, of the standard 
unit, which was the minimum extent that could be 
cultivated profitably as a separate plot. It laid down 
that subdivision of land below the standard unit was to 
be prevented and that existing fragments were to be 
brought up to the size of the standard unit by consoli¬ 
dation. But owing to fierce opposition in the Council 
and outside, it failed to become law. Another Bill for 
the consolidation of holdings was drawn up in 1946. 
According to it, the Government on its own initiative 
or on the application of two or more owners, holding a 
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prescribed minimum area of land, might initiate a 
scheme of consolidation for any village, mehal or taluka. 
If only less than 33 per cent of the owners, holding less 
than 33 per cent of the land situated in the area, object, 
the Consolidation Officer could proceed to prepare a 
consolidation scheme. Otherwise, he should refer the 
objections to the Government and await orders. When 
a consolidation scheme had been worked out by the 
Consolidation Officer, it should be published, and 
objections invited. In case there were no objections, it 
would be confirmed by the Settlement Officer and carried 
out. If, on the other hand, there were objections which 
the Consolidation Officer could not remove, they should 
be submitted to the Government for decision. The Bill 
was passed into law and under its provisions lands in 
169 villages had been consolidated. 


Little was done in Madras towards the consolidation 
of holdings. In 1911 the question of restricting the sub¬ 
division of holdings below a certain area was considered 
by the Government and dropped. In 1917 the Legislative 
Council adopted a resolution in favour of taking 
measures to check subdivision and fragmentation of 
agricultural lands, which the Government accepted. But 
owing to the objections raised by the Board of Revenue, 
no action was taken on the resolution beyond an 
experiment in re-arrangement of holdings by consent, 
which was tried in certain selected villages of the 
Tnchmopoly district and later abandoned, as it proved 
a failure. Subsequently consolidation was attempted 
through co-operative societies. In 1941 there were 26 
co-operative societies working for the consolidation of 
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Restriction of 
subdivision 


holdings in 13 districts. They had little success, and 
were eventually wound up. 

While the various measures of consolidation dealt 
with the fragmentation of holdings, though touch¬ 
ing only the fringe of the problem, hardly anything was 
done to tackle the subdivision of holdings, which was a 
more fundamental evil than fragmentation, except 

occasionally here and there, as in the 
Punjab canal colonies. Subdivision 
was checked in these colonies by 
restricting alienation as well as by limiting succession, 
in certain cases, to a single heir. The really effective 
remedy to subdivision lay in a suitable amendment of 
the laws of inheritance and succession. But any change 
of the kind in the laws could not be made, unless there 
was a large body of public opinion to support it. Co¬ 
operative farming was, therefore, thought of as a good 
alternative in the meanwhile, and introduced with a 
certain measure of success in the land colonisation schemes 
undertaken in some provinces. 

THE COUNTRY ARTISAN 

In the old structure of rural economy there were, 
outside the class of agriculturists, three distinct groups 
in the village population. The first comprised the priest 
and the accountant ; the second was the artisan 
group consisting chiefly of the blacksmith, the carpenter. 

Change in statu. oilman, the weaver, the potter 

and economic and the shoe-maker; and the last 

included the watchman, scavengers and 
other unskilled labourers. There took place a change in 
the position of the artisans as well as of those belonging 
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to the other groups. The change was slow and small, 
but unmistakable. The customary dues were tending to 
become a less important part of the artisan’s income 
than before, and payment by the job was coming into 
greater use. The importance of the plot of land, which 
the hereditary artisan held, was also dwindling. More¬ 
over, the artisan was developing a readiness to migrate. 
All these were indications that the old bonds, which held 
the community together, were loosening under the 
impact of various forces, the most important among 
them being the growth of transport and communications. 
The facilities of communications induced the 
artisans to migrate. At the same time, the agri- 
>culturists acquiesced in their migration, since they were 
■enabled by easy communications to get, from out¬ 
side the village, things which formerly had to be got in 
the village itself. The artisans, who moved out of the 
village, such as the weavers, dyers and goldsmiths, 
tended to be concentrated in certain big centres. Among 
those who remained in the village, two developments 
were taking place. Some were driven out of their occu¬ 
pation, which w'as depressed owing to foreign competition 
or other causes, and they became day-labourers, if they 
did not go to the towns in search of employment. Some, 
who were more fortunate and had somewhat improved 

their position, abandoned their hereditary occupation 
in favour of agriculture. 

This gradual modification of the status of the 
artisans gave them, no doubt, freedom of opportunity 
to improve their economic condition. But it deprived 
them of the economic stability afforded by their custo- 



26 


mary status. They had no longer a stable income to* 
depend upon and were exposed, moreover, to competition,, 
mostly foreign. As a result, there was a general deteri¬ 
oration in their ecconomic condition, though all were 
not affected in the same way or to the same extent. 

The blacksmith and the earpenter were the least 
affected. They produced agricultural implements, tools 
for other artisans, and articles of domestic use, and in 

this part of their work they suffered 

Blacksmith aad c . « 

Carpenter trom the Competition of improved 

implements which the agriculturists 
bought from the neighbouring towns. But in the other 
part of their work, the carrying out of repairs, there 
was no adverse influence and their services were required 
as much as before. Thus, in spite of their diminishing 
importance as the suppliers of implements and other 
accessories to the rural population, they were hardly 
worse off. 

On the other hand, the potter was among those 

who were hit hard. There was among the well-to-do 

peasants a growing preference for brass and copper 

wares. The use of cheap enamelled 

Potter ware imported from abroad was 

also slowly increasing. He was there¬ 
fore faced with a market which was diminishing on the 
whole, even though the demand of the poorer classes 
for earthen ware remained almost intact. Eventually 
he became impoverished, and, if he gave up his ances¬ 
tral occupation, he had no other alternative than that 
of becoming an ordinary agricultural labourer. 
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The tanner suffered even more. He had enjoyed 
the hides of the dead cattle of the agriculturists as his 
perquisite by ancient custom. But, with the rise in the 
prices of raw hides and skins, the agriculturists preferred 

to sell them at a profit in the open 
Village tanner market, disregarding the old custom. 

The tanner could not afford to buy 
his raw material at a high price and in competition with 
the agents of export merchants or of city tanners, who 
easily outbid him. As his trade declined in consequence, 
he was driven into the ranks of agricultural labour, if 

he was not fortunate enough to find employment in the 
urban tanneries. 


The oilman supplied the agriculturists with oil, 
which was required for lighting as well as culinary 


purposes. The popularisation of kerosene since 1880 
deprived him of that part of his trade which depended 
on the demand for vegetable oil as an illuminant. But 

OUman production of 

oil for culinary uses. Nor did the 
export of oilseeds and the growth of an oil-pressing 

industry in the towns affect it till recently. And when 

they did, the oilman had to content himself with crushing 

oil for a narrowing circle of customers who brought 
their oilseeds. 


The dyer was virtually thrown out of his trade by- 
several adverse influences. Of these the most important 
was the introduction of the aniline dyes, which began to 
be imported about 1870. Though inferior to the vege- 
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table dyes, they were preferred because they were* 

much cheaper. As, unlike in the case 

Dyer 

of the vegetable dyes, no special skill 
was required for their use, anybody could lake up 
dyeing, so that the demand for the dyer’s services fell 
off. It was further curtailed when the mills began to 
produce dyed yarn. For, now, the weavers, who were 
wont to bring cloth to him for dyeing, did so no longer, 
since they bought dyed yarn from the mills. Moreover, 
even when he took to the use of aniline dyes, he often 
failed to get the best out of it. 


Handloom weaver 


Like the dyer, the cotton handloom weaver was the 
victim of foreign competition. His products fell broadly 
into three grades : fine, medium and coarse goods. He 
enjoyed a virtual monopoly in the fine as well as the 
coarse goods. He had a special advantage in the 

production of the former, and, as 
regards the latter, he had the benefit 
of a demand, largely on the part of the poorer people, 
which clung to them in spite of high prices, as during 
the Lancashire cotton famine. The full blast of the 
competition of foreign machine-made goods and, later 
on, also of Indian mill goods, fell, therefore, on the 
medium class of handloom products, leading to the 
decline of the handloom industry. It is impossible to 
determine precisely when the decline set in, or came to 
an end. It started early in the nineteenth century 
in some places and late in others. But, for the country 
as a whole, it began definitely by 1850 and went on 
rapidly for many years. Towards the close of the 
century, however, the foreign industry had captured 
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from the handloom industry as much of the market as 
it could, and an equilibrium position was reached when 
the handloom industry declined no further or, if it did, 
only slightly and slowly. 

Summing up the fortunes of the country artisans 
and their trades, D. R. Gadgil obser\'es : “ The village 

industry, then, was not in a flourishing state. The onlv 
two important classes of artisans, who were tolerably 
well off and were not greatly affected by foreign compe- 
tion, were the blacksmiths and the carpenters. .. Most 
of the other groups of artisans were in a bad condition 
and their numbers decaying.. .. 

“ Large numbers of those throwm out took to 
ordinary labour, while a fortunate few' were absorbed 
in industry in the towns; some also took to agriculture, 
while for the rest, i. e, those who still retained their 
hereditary occupations, they remained what they always 

were, a poverty-stricken class, abnormally sensitive to 
the variations of the seasons. ” '■ 


A word may be said here about the position of 
agricultural labour. The influences which w'erechangins 
the customary status of the country artisans also affected 
the rural labourers, though the process of the change in 
their condition as regards employment, wages etc." was 

Agricultural subject, 

labourers besides, to two Other tendencies which 

were working in opposite directions. 
On the^ne hand, th ere was an addition to their number 

1. D. R. Gadgil; The Industrial Evolution of India 
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on account of the decay of the urban handicrafts, the 
decline of the village trades, the growth of population, 
and the dispossession of the peasantry by moneylenders. 
On the other, there was a depletion of their ranks, as, 
with the facilities of improved transport and the lure of 
finding employment in some urban industry, many 
migrated to the towns. Though the two tendencies offset 
each other to a large extent, a scarcity of agricultural 
labour was felt, especially in the busy seasons, like harvest 
time, when the labour of the small peasant and his family 
was not available, as it was required on his own holding. 
The scarcity was further accentuated by the increase in 
the area under cultivation and the tendency of substan¬ 
tial farmers, who had benefited by a rise in prices, to 
work their farms with hired labour, instead of their own. 

It may be asked whether the changes in Indian 
agriculture, which have occurred since the middle of the 
last century, may be described as an agrarian revolution. 
The answer to this question will depend on the meaning 
attached to the term agrarian revolution. In Britain 

the agrarian revolution was charac- 

Agrariao terised by two main features: the 

Revolution? enclosure movement resulting in 

large compact farms and, in the eighteenth and 
nineteenth centuries, improved arable farming which 
was based on the abolition of fallows, a new rotation 
of crops, the increase in the cultivation of roots and 
grasses, improvements in drainage, manures etc, better 
breeding and care of cattle, and the use of more efficient 
agricultural implements and machinery. Similarly, in 
Germany, besides the rearrangement of the scattered 
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peasant strips into compact holdings, there was the 

creation of large farms, especially in the east, 

together with the adoption of improved agriculture 

particularly by the Junker class. But in France, though 

there were large farms, the typical holding was small 

and sometimes fragmented, while improved methods of 

cultivation were used as in Britain and Germany 

subject, of course, to the limitations imposed by the 

small size of the holdings. It may be noted that the 

agricultural improvements in the western countries were 

preceded by the emancipation of serfs and the reform of 

tenures, which took place at different periods and in 
uillerent ways. 


On the other hand, in India there was nothing com¬ 
parable to the thorough overhauling of tenures in the 
West until the recent enactment of legislation for the 

abolition of the Zammdari system and the conferment 

of proprietary rights on the tenants. The holdings were 
with few exceptions, small and scattered, owing to the 

Tho subdivision and fragmentation 

non! abatement of the latter through 

improvements in agri- 
cu mr ^ '^ide range : afrl 

of cult^Sr""'' manures, methods 

agriculture on \hl ^ of scientific 

pecial claims on, and obligations to, the nation,” by 
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means of scientific research and experimentation as well 
as a policy of agricultural protection. The agricultural: 
research and experiments, carried on, under the direction 
of the Indian Council of Agricultural Research, in the 
Agricultural Colleges and experimental stations, were in 
pursuance of this policy. Now, in the absence of large 
farms, India could claim no agrarian revolution of the 
English type with its two characteristic features of large 
farms and improved agriculture. If, however, improved 
agriculture, with or without large farms, might be descri¬ 
bed as an agrarian revolution, India would seem to 
have a fair claim to such a revolution. It must be noted, 
however, that the agricultural improvements, on which 
the claim rested, might not compare in magnitude or 
results with those of the advanced countries, but they 
were unmistakably in the same direction. 




Chapter II 

The Effects of the American Civil War 

The American Civil War (1861-4) was the first 
event in the Western world which affected India suddenly, 
producing a very important economic effect. It brought 
home to the Indian cultivator, for the first time, that 
there were markets in the west for his produce and that 
India had been brought very near to those markets. 


The effects of the American Civil War were felt 
primarily in the sphere of cotton cultivation and trade. 
Though cotton had been cultivated in India from \ery 
early times, the export trade in cotton was relativel> a 
recent growth. The exports, on the other hand, had con- 


Cotion trade manutactured goods, the 

.he ctn War. f fabrics ’’ Which were sent “ to 

the most civilised nations in the 
world. In the nineteenth century the export of these 
abncs declined, when the handicrafts, uhich manu¬ 
factured them, fell into decay, owing to the competition 
of cheap machine-made goods from abroad and other 

that India 

could be a good source of supply of raw cotton. 

emerged as an important producer of raw 
cotton only after 1780, especially since the invention 
Whitney s saw-gin, which, by improving the process of 
ginning, made it profitable to cultivate cotton on a 

raw^cotm ■ supplying the bulk of the 

raw cotton required by the Lancashire cotton industrj'. 


me 
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The export of raw cotton from India at this time was 
negligible. Though cultivated in patches practically all 
over India and constituting an important item in the 
agriculturist's return, the raw cotton exported to 
England and China together formed “ but an insigni¬ 
ficant portion of what is produced in the country”. 
The export fluctuated up to 1860, showing, however, a 
slight increase on the whole. There were many obstacles 
which stood in the way of the export of raw cotton 
from India rising to considerable proportions. The 
chief among them were “ the short staple of the Indian 
cotton, the enormous admixture of dirt in the cotton, 
the difficulty of communications and also the want of 
a stable export market.” Long before the American 
Civil War, India’s position as a possible supplier of 
raw cotton had attracted the attention of the English 
manufacturers, all the more so since 1846, when the 
failure of cotton crop in America brought out the 
necessity of finding an alternative source of supply as 
a safeguard against an emergency of the kind. When 
the American Civil War broke out and the ports of the 
south were blockaded, Lancashire was faced with 
a severe cotton famine, and the English manufacturers, 
who had already had an eye on India, naturally turned 
to her for relief. 

The effect of the sudden demand for Indian cotton 
from Lancashire was enormous. The price of cotton 
soared high. It rose in rapid strides from 3*7 annas 
per lb. in 1860 to 11*5 annas per lb. in 1864, more than 
threefold in the course of four years. The export of 
cotton to the United Kingdom also increased greatly. 
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It was more than doubled during this period. Starting 
from 562,738 bales in 1860, it quickly reached 1,399,514 

bales in 1864. The increased quantity 
coupled with [the high price swelled 
the value of the exports enormously. 
The rise in the export of cotton reflected the increase 


War-time 

prosperity 


of cotton cultivation in the various cotton areas of the 
country. In the Central Provinces, for instance, the 

area under cotton, which stood at 375,623 acres in 
1861-62, steadily expanded to 691,198 acres in 1864-65, 
the expansion continuing for some years thereafter. 
The extension of cotton cultivation was brought about 
everywhere not only by the efforts of the cultivators 
themselves, who were every quick to seize the opportunity 
of making extra profits, but also by the various measures 
taken by the Government. The most important of such 
measures were the appointment of Cotton Commis¬ 
sioners for Bombay and the Central Provinces and the 
acceleration of the construction of roads and railways. 
The Cotton Commissioners were to give the cotton 
cultivators and traders the required assistance, and the 
roads and railways were to provide them with the 
necessary means of transport for meeting the new 
demand for cotton from Lancashire. 


The prosperity caused by the American Civil War 
was shared by the cotton cultivators all over India 
What this prosperity really meant could be gauged from 
the benefits derived by some of the cotton-growing 

nnh' fCotton Commissioner 

of the Central Provinces and Berar, after pointing out 

the numerous obstacles which the cultivator had to face 
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before I860 in his area, writes as follows ; “ Suddenly,, 
as if by magic, these obstacles were effectually and 
simultaneously removed, and the cotton trade, as it was 
carried on in 1864 in Central India, is hardly to be 
recognised by the side of the business as it is done 
in our markets to-day. Whilst the railway, slowly but 
surely, was working into the heart of the country, 
the position of the cultivator was undergoing a great 
and decided change. The operations of the Land 
Revenue Settlement relieved him of all anxiety regarding 
his tenure.. . and finally the American Civil War, by 
raising the price of cotton and pouring into the ryot’s 
hand what appeared to him untold wealth, enabled all 
those who were not utterly reckless and extravagant 
to free themselves from the meshes of the moneylender’s 
hands. ” The benefits in Bombay are summed up thus: 
“ In 1862 began the period of extraordinary prosperity, 
caused by the rise in the price of cotton which followed 
the American blockade. In those years the ryots would, 
under ordinary circumstances, have suffered severely from 
the constant deficiency in rainfall during five successive 
seasons. But the abnormal value of the produce made 
the scanty crop of a year of drought equal to the full 
crop of a good season. ” As regards the effects in 
Madras, it is enough to mention that “ the ryots in the 
single district of Bellary alone made 1.} millions sterling 
by the sale of cotton in the three years of the American 
War. ” 

While the rise in the price of cotton and the conse¬ 
quent prosperity of the cultivator, no doubt, constituted 
a very important effect of the American Civil War, 
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there was another which was even more significant. 
Breakof It was the awareness of the cultivator, 

economic isolation thanks to the War, that factors other 

than local needs were beginning to 
determine the nature and extent of the crops he raised. 
In other words, the American Civil War was most signi¬ 
ficant, from the Indian point of view, as “ the event that 
most clearly and dramatically revealed a break in the 
economic isolation of India. ” 

It must be noted, however, that with the close of 
the American Civil War the prosperity caused by it 
came to an end. After the war, America resumed its 
export of cotton to Lancashire. This led to a sharp 
fa m the demand for, and the prices of, Indian cotton, 

followed by a general dislocation of-trade in Bombay 

and the failure of many leading merchants. The 
cotton cultivator also suffered. He had not profited 
generally from war prosperity, having spent recklessly in 
most cases, the money he had made during the war. In 
some cases, he had actually used the increased credit he 
enjoyed during his prosperity to get into more debt. As 
result, the cotton cultivators on the whole found 
mselves suddenly thrown into a very bad condition 
ith the onset of the slump in the cotton market 



^ Chapter III 

The Commercialisation of Agriculture 

India had a self-sufficient system of agriculture from 
the earliest times. The Indian agriculturist carried on 
cultivation almost [entirely for the production of food 
supply for his family. He did not specialise in any single 
crop, but raised a variety of crops, mostly food crops,, 
for satisfying his needs. This type of agriculture was 
natural under conditions in which there were no trans¬ 
port facilities and payment was made in kind and, for 
most services, at harvest time, 


In the latter half of the nineteenth century an- 
important change took place in Indian agriculture. 
The change is perhaps best described by the term r 
commercialisation of agriculture. It was, in essence, a 
change from cultivation for home consumption to culti- 


CuUivation for the 
market 


vation for the market. It did rtot 
mean, however, that there was no- 


cultivation for home consumption, 
all the produce being sold in the market- It only meant 
that the cultivator, while producing in order to satisfy 
his needs, was beginning to produce with an eye on the 


market. There was a shifting of his motive of produc¬ 
tion : he tended more and more to grow crops which he 


could sell rather than crops which he needed for his own 


consumption. 


It must be noted 'that commercialisation of agri¬ 
culture was a slow and gradual process. The extent of 
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its progress was small, especially in the initial stages, 
but it was sufficient to indicate unmistakably the change 
that was taking place. It has, however, increased consi¬ 
derably in recent years. 

The commercialisation of agriculture was marked 
by certain essential features. There was specialisation 
of crops in various districts according to the available 

facilities. The cultivator did not grow 

Chief features every kind of agricultural produce, but 

specialised in one or two crops, depen¬ 
ding on the market to dispose of his produce and to buy 
his requirements. More industrial crops were grown, 

and the area under them increased, though the percentage 
of increase was small at the beginning. 

But the most significant feature was the develop¬ 
ment of commercial organisation for marketing agricul¬ 
tural produce. Specially notable was the commercial 
organisation in the Burma rice area, the Punjab wheat 
area, the jute area of Eastern Bengal and the cotton tracts 
of Khandesh, Gujerat and Berar. In the Berar cotton 
area, the cotton was brought, just after harvest, to the 
markets where large purchases were made on behalf of 

exporting firms or mills, without passing through the 

hands of numerous middlemen. In the Burma rice trade 
the market organisation was different, as could be seen 
from the following description of it by Noel Paton 
In most cases, ” he writes, “ paddy is taken over on the 
threshing floor by local traders, or small brokers or 
middlemen acting on behalf of the millers or speculators, 
he small local trader, known as the jungle broker, gets 
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advances from traders or others at the railway station, 
and goes round to the threshing floors, buying at less 
than the railway station rate given him by his principal.” 
Nearly all this paddy was moved to Rangoon, where it 
was milled. In the cotton and jute tracts, steam presses 
were set up at the market centres. In the wheat area of 
the Punjab and the United Provinces there was no 
arrangement for processing the agricultural product 
before export, as it was not required, and almost every 
railway station became a centre of export, attracting 
local traders and agents of exporters. The bulk of the 
crops which were important articles of external or inter¬ 
nal trade naturally came into the market, and even other 

crops, like millets, were forced into the market by certain 
circumstances. 

There were several factors which tended to bring 
about the commercialisation of agriculture. The most 
important were the introduction of money economy, 
the development of communications and transoprt, the 
extension of irrigation and the growth of internal and 

external trade. The money economy 

Causes was ushercd in, when the land revenue 

was assessed in cash. In the wake of 
cash assessments followed gradually cash rents which took 
the place of rents in kind. Moreover, the moneylender’s 
interest came eventually to be collected in cash. All 
these .claims on him for cash payments obliged the 
cultivator to bring to the market a large portion of his 
produce, thereby strengthening the tendency to commer¬ 
cialisation of agriculture. But far more decisive was 
the influence of the development of communications 
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and transport. The transport facilities made possible the 
movement of crops to the markets; but for them agri¬ 
culture could hardly have developed out of the self-suffi¬ 
cient stage into the commercial stage, in spite of the need 
for cash payments. The extension of irrigation enabled the 
cultivator to specialise in particular crops, and thus aided 
the process of commercialisation. The process was 
further strengthened by the great impetus given to it by 
the expansion of internal and external trade, which 
resulted from the development of communications and 
from factors, like the American Civil War and the 
opening of the Suez Canal, which particularly stimulated 
the export trade. This was evident from the fact that 
the commercialisation of agriculture was specially 
marked in the areas which produced crops for export. 


The commercialisation of agriculture, however was 
not an unmixed blessing. One of the evils, to which it 
gave rise, was that the cultivators sold a large part of 
their produce, just after harvest, at low prices and that 
many of them bought later at much higher prices some 

of that produce, often from the money- 

Some evUs lenders to whom they had sold earlier. 

Other evils also developed, in course of 
time, especially in the system of marketing agricultural 
products. Various remedies had therefore to be devised 

ciahsation of agriculture a source of real benefit to the 
agricultural producer and to the country as a wholeT 


1 See Ch, 4 



Chapter IV 

State Aid to Agriculture 


In India the state has always evinced a keen interest 
in the growth of agriculture. Realising that agriculture 
was the mainstay of the population, both the Hindu and 
the Muslim kings of the country had encouraged it in 
various ways, particularly by promoting irrigation works, 
such as tanks and canals. Apart from a general solici¬ 
tude for a prosperous agriculture, which, no doubt, was 
fruitful, there seemed to have been, however, nothing 
which could be described as an agricultural policy in 
any modern sense. 


Need of 
State Aid 


In the nineteenth century the East India Company 
devoted some attention to agriculture. It repaired some 
irrigation works of importance which had fallen into 
disuse. But the prevalence of laissez-faire prevented 
the adoption of an active policy of assistance to agricul¬ 
tural development by Government. 
Yet, as urged by the Famine Commis¬ 
sions, such a policy was badly required 
as an insurance against famines. Moreover, at that time 
agricultural improvement could be undertaken only by 
Government. For, in the first place, the Government 
enjoyed a certain prestige which induced people to look 
up to it for initative in measures of reform in any 
sphere. Secondly, the masses were illiterate and incapa¬ 
ble of leadership. Lastly, there were then no 
accredited leaders of society, since the educated 
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classes, who were the natural leaders, were themselves 
passing through a transition and adapting themselves to 
the new conditions arising from the establishment of 
the British rule. In these circumstances the Govern¬ 
ment decided to help agriculture. 


There were no formal pronouncements defining the 
policy of the Government in regard to agriculture. But 
it could be gleaned clearly from various official publi¬ 
cations in which it lay embedded. The following decla¬ 
ration of Dr. Birdwood may be taken to sum up the 

Objectives of attitude of the Government towards 
policy* ° agriculture The rapid decay of the 

manufactures of India,’’ he wrote, 
invests with the highest importance every attempt 
to increase the number of its exchangeable products. 
Our best efforts, therefore, must be directed to counter¬ 
balance the decline in manufactures by a proportionate 
development of the agricultural wealth of the country : 
new raw exchangeable products must supply the place of 
each manufacture as it in succession fails, if the pros¬ 
perity of India is to be sustained under the circumstan¬ 
ces of her dependent and intimate intercourse with 
western civilisation.” The chief objects of the policy 
were the introduction of new crops, methods and imple¬ 
ments, the organisation of agricultural departments the 

provision of credit, the extension of irrigation and the 
improvement of livestock. 


he work of agricultural improvement was first 
undertaken by private bodies known as the Agri-Hdrti- 
cultural Societies, the first of which was started by 
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Dr. Carey in Calcutta, followed by others in Bombay, 
Madras and other places. They were assisted by 

Agri-Horticuitural Government with small annual grants 
Societies and OT free lands for experimental pur- 
Botanicai garden* poses. Governmental institutions then 

entered the field, the earliest among them being the 
Botanical Gardens which were run by experts and to 
which, in some cases, experimental farms were attached. 
In the early years both Agri-Horticultural Societies and 


Governmental experimental farms aimed mainly at 
introducing new plants and exotics into India. In some 


directions their attempts were very successful, as for 
example tea, potato, and cinchona. As Watt observes, 
“ the prosperous industry of tea-planting in India and' 
Ceylon may be said to have emanated from the Bota¬ 
nical Gardens of Calcutta, and to have obtained direct 
aid from the government until private enterprise was 
prepared to undertake its further development.” Some 
useful trees, ornamental shrubs and valuable crops” 
were also introduced. As regards the staple crops, like 
cotton and indigo, numerous attempts were made to 


improve them. Out of the many attempts at the 
improvement of cotton only one fairly succeeded, and 
that was the introduction of an American variety into 
Dharwar. Efforts were also made to popularise 
improved methods and appliances while carrying on 
experiments in respect of them. The success of these 
efforts depended on the capacity of the individuals in 
charge of the experimental farms. Inmost cases little 
success was achieved. For, in the first place, those 
employed as farm managers were “ men who had no 
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true agricultural training, such as gardeners, unsuccessful 
planters, or other officials with equal claims for con¬ 
sideration. Secondly, even when agricultural experts 
from England were appointed, they proved a failure 
because of their ignorance of Indian conditions and 
methods of cultivation. 


Dr* \ oelcker’s 
Report 


The Famine Commission, which inquired into the 
Orissa famine ” of 1866, recommended the establish¬ 
ment of a special Department of Agriculture. The 
Manchester Cotton Supply Association, which was 
interested m the cultivation of long staple cotton in India, 

favoured the proposal and made repre¬ 
sentation for its adoption. Accor- 
. dingly, an Imperial Department of 

Agriculture was created in 1870. But it was short lived, 
being abolished in 1878 as the co-operation of the pro¬ 
vincial Governments, on which its successful working 
depended, was not available. On the recommendation 
of the Famine Commission of 1880, the Department was 
restored and provincial Departments of Agriculture 
were also set up. In 1889 Dr. Voelcker, Consulting 
Chemist to the Royal Agricultural Society, was deputed 
y he Secretary of State to inquire into the problem of 

ZrTr^ AfteranexZi^e 

far’? methods of cultivation in ^India 

from being backward as often alleged, were best 
suited to Indian conditions and that agricultural research 

ZtuZ'The ^.'^bstantially benefit Indian aan- 

SimTa in 18^0 an^Conference, which met^ in 
, Mrala in 1880 and which Dr. Voelcker attended, endorsed 
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this and urged the appointment of an expert to be in 
charge of agricultural research and education. In 1892 
an Agricultural Chemist was appointed by the Govern¬ 
ment of India for the purpose. 


The Government helped agriculture by providing 
credit. It gave agriculturists takkavi loans at a low 
rate of interest and repayable in instalments with the 
land revenue, under the Land Improvements Act (1883) 
and the Agriculturists’ Loans Act (1884). But owing 

to delay in the disbursement of the 

Credit, Irrigation 

and loan, the rigidity in the collection of 

Cattle-breeding interest and instalments of principal 
and other administrative defects, the benefit derived 
from the loans was limited. The Government also 
developed the co-operative movement to serve as a 
source of rural credit. Enterprising officers started 
village banks in the North-West Provinces and in the 
Punjab, and Mr. Nicholson, who was deputed by the 
Government of Madras to study the possibility of intro¬ 
ducing co-operative societies in India, brought out his 
famous report. By the close of the century steps were 
being taken for launching the co-operative movement on 
a country-wide scale. 


The Government devoted much attention to the 
extension of irrigation which was of pivotal importance 
in the fight against famines. Not only were existing irriga¬ 
tion works improved but new schemes were undertaken, 
a big programme being set afoot after 1866,' 
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In an attempt to improve breeds of cattle and 

horses, the Government organised agricultural shows 

and maintained studs, but little success was achieved, 

as the efforts in this direction were desultory and ill- 
directed. 


The working of the Government policy towards 
agriculture in the nineteenth century must be accounted 
a failure on the whole. This was due to various causes. 
The iron ploughs, which were sought to be introduced, 
were too heavy for the weak and"half-fed bullocks of 
the cultivator. The water-pumps and manures were 
beyond his means. None of the improvements, that 


Causes of Failure 


were attempted, did anything to rectify 
the uneconomic size of his holdina 
which lay at the root of his poverty" 
Further, Government action was limited in efficacy, 
being unable to achieve all that trade could. This 
limitation is well brought about by Mr. Jones, who 
m his evidence before the Famine Commission (1880) 
observes : “ I am not sanguine regarding the effects of 

model farms. The first cotton merchant who offered a 
fraction of an anna more for clean than dirty cotton 
did more for Wardha cotton than I, with all the 
resources of the Government at my back ever accom- 


A fuller policy of assistance to agriculture was 
adopted by the Government in the present century 

fhT. f T K ^agricultural research by 
s abhshment of the Agricultural Research Institute 
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at Pusa in 1903, with the aid of the donations made' 
by Mr. Henry Phipps, an American philanthropist, and 

Policy in the David, Sassoon. The Institute, 

Tweerieth Century transferred to New Delh i in 1936, is- 

equipped with laboratories, an experi¬ 
mental farm, and an agricultural college for providing 
advanced agricultural education and special short practical 
courses. It serves as a focus of agricultural research all over 
India and a model for similar institutes in the provinces. 
Numerous experiments have been carried on, with 
notable success in some cases, at this Institute and at 
the institutes under the provincial Departments of 
Agriculture, with a view to evolve new varieties of 
crops, such as wheat, rice, sugar, jute, tobacco, oilseeds, 
potatoes, pulses etc., and also improved methods and 
implements of cultivation. 

Another great step forward was taken in this direc¬ 
tion when, on the recommendation of the Royal Com¬ 
mission on Indian Agriculture, the Imperial (now called 
Indian) Council of Agricultural Research was set up in 
1929. The Council acts as a clearing-house of informa¬ 
tion regarding agricultural and veterinary matters, links 
up research work in India with similar work in the rest 
of the Commonwealth and foreign countries, makes 
arrangements for training research workers and, since 
1942, serves as a brain trust, initiating its own schemes 
and co-ordinating all research work.The Council is made 
up of a Governing Body and an Advisory Board- 
The latter, being an expert body, is in charge of the 
scientific part of the work of the Council, which is 
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carried on by a series of committees and sub-committees, 
each dealing with a particular line of research. In 
order to improve and stabilise the financial position 
of the Council, the Agricultural Produce Cess Act, 1940, 
was passed, levying an export cess of i per cent on the 
value of certain specified agricultural commodities. 
The proceeds of the cess go to the Council, supplement¬ 
ing the funds allotted to it out of the central revenues. 
Provincial Research Committees have also been set up 
in all the provinces to cooperate with the Council so as 
to render its services effective in each province. In 
accordance with the recommendation of the Agricultural 
Commission for a periodical review of the work of the 
Council, the first review of the kind was made in 1936-7 
by Sir John Russell, Director, Rothamsted Experi¬ 
mental Station, and Dr. N. C. Wright, Director, Hannah 
Dairy Research Institute, Scotland. In their report, 
while commending the work carried on by the Council, 
they have suggested measures for bringing the results 
of research to the cultivator and thereby “ bridging the 
gap between the experiment station and the cultivator.” 
They have also made recommendations regarding 
research schemes in certain directions, such as methods 
of tackling insect pests, dry-farming, soil conservation, 
crop protection, dairying and cattle improvement etc. 

During the Viceroyalty of Lord Curzon, the Agri¬ 
cultural Departments were reorganised with a view to 
further promote agricultural experiment, research and 
demonstration. An Inspector-General of Agriculture 
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was appointed in 1901, giving the Imperial Agricultural 

... , Department, for the first time, an expert 

Departments SgriCUlturC 3S itS il63.ci« XllC pOSt 

was abolished in 1912, and its duties 
were transferred to the Director of the Agricultural 
Research Institute, Pusa, and later, on the establishment 
of the Imperial Council of Agricultural Research in 
1929, to the full-time members of that Council. In 
order to bring the provincial Departments of Agriculture 
into closer association with one another, an All-India 
Board of Agriculture was set up in 1905. Under the 
reforms of 1919, agriculture became a provincial subject, 
and since then the Central Ministry of Agriculture has 
confined itself only to agricultural matters of all-India 
importance, maintaining control over the following 
institutions: the Agricultural Research Institute, origi¬ 
nally at Pusa and since 1936 at New Delhi, the Imperial 
Institute of Veterinary Research, Mukhtesar, the Imperial 
Institutes of Animal Husbandry and Dairying, Bangalore 
and Welhngton, the Imperial Cattle Breeding Farm, 
Karnal, the Creamery at Anand, the Imperial Cane 
Breeding Station, Coimbatore and the Sugar-cane 
Bureau under a sugar technologist, formerly at Pusa 
and from 1931 at Cawnpore. The provincial Depart¬ 
ments of Agriculture carry on, in addition to experiment 
and research, propaganda in favour of new methods 
and improved implements. They also try to introduce 
new and artificial manures and to distribute pure seeds 
of improved varieties of crops. They employ as means 
of propaganda chiefly the demonstration on government 
farms and on cultivators’ plots, and agricultural shows. 
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Besides large-scale agricultural shows, like the Bombay 

Presidency Agricultural Show held at Poona in 1936, 

smaller shows have been organised periodically at the 

district and taluk level all over the country, with fruitful 

results. The provincial Departments of Agrieulture put 

at the disposal of the cultivators the services of experts, 

such as agricultural engineers to assist them in installina 

machinery, especially for irrigation, and mycologists 

and entomologists to advise them regarding plant 
diseases and insect pests. 

Agricultural education, being an essential condition 
of agricultural progress, has claimed much attention 
from Government. There are six agricultural colleges, 
at Poona, Cawnpore, Nagpur, Lyallpur, Coimbatore 
and Bapatla for training the staff of the Agricultural 

Agricultural Departments and teaching modern 

Education methods to landowners and their 

agents. They also serve as provincial 
centres of agricultural research. A few agricultural 
vocational middle schools have been started in Bombay 
to give special training to the sons of farmers. Educa¬ 
tion is given an agricultural bias in a number of primary 
schools in Bombay, the United Provinces and the 
Punjab. While what has been done so far in the sphere 

of agricultural education is, no doubt, commendable 

red frit' '' 


As regards the provision of credit facilities the 

Government assistance has taken two principal forms 

namely, the removal of indebtedness and the supply of 
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Credit Facilities 


capital. A series of measures, culminating in the debt 
relief legislation, has been adopted to relieve the culti¬ 
vator from debt and to protect him 
from the exploitation of the money¬ 
lenders. Apart from takkavi loans, the chief sources 
of supply of capital to meet the various needs of the 
cultivator are the co-operative credit societies and the 
land mortgage banks. These institutions have been 
fostered and developed by Government which has 
provided not only a legal frame-work for the co-operative 
movement in the shape of the laws relating to the 
co-operative societies but also a machinery in the 
Co-operative Department for ensuring the growth and 
proper functioning of co-operative institutions. More¬ 
over, the Government extends to the movement financial 
aid in several ways.^ 


The Government policy towards irrigation was 
given a fillip by the recommendations of the Irrigation 
Commission (1901), resulting in a vigorous drive for 
the extension of irrigation facilities. Several large- 

^ scale irrigation works, involving enor¬ 

mous expenditure and calculated to 
benefit vast areas, were projected and completed. A new 
phase of expansion is now in progress under the first 
Five Year Plan which provides for many large multi¬ 
purpose irrigation projects.® 

Several measures have been taken by the Govern¬ 
ment for the improvement of cattle. Research on 
certain important aspects of the fodder problem, such as 
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digestibility and toxicology of plants, is made at the 
Imperial Veterinary Research Institute. In order to 

Cattle-breeding ™prove the breeds of draught and 

milch cattle, pedigree bulls are bred 

and reared at the Government cattle farms and sold to 

private individuals and agencies on a premium system. 

The “gift bulls” scheme, inaugurated by Lord Linlithgow 

in 1937, gave a stimulus to the breeding of good cattle 

and focussed public attention on the urgent need of 

cattle improvement. At the same time, the castration of 

the inferior male stock, which is necessary for ensuring 

good breeds, is undertaken by the Veterinary Department. 

Research on cattle diseases is carried on not only at the 

Imperial Veterinary Research Institute but also at the 

Veterinary Colleges at Lahore, Patna, Calcutta, Bombay 

and Madras. Apart from the treatment of sick cattle in 

ospitals and dispensaries run by it, the Veterinary 

epartment is chiefly concerned with the prevention 

and control of epidemics which may otherwise carry oflf 

arge numbers of cattle. An Imperial Dairy Expert was 

appointed m 1920 to assist the growth of the dairy 

industry on modern lines, and under his guidance good 

Lnfr' up-to-date 

manufarf especially in handling milk and 

manuiacturing butter. 

ing whLh'^c^ff^”!® ‘“Pf'oving agricultural market- 

men thnU Govern- 

both at the marketing organisation 

both at the centre and in the provinces. The Agricul- 
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Agricultural 

Marketing 


tural Marketing Adviser to the Government of India, 

appointed in 1935, is at the head of 
the central organisation. Both the 
Central and the Provincial Marketing 
Departments perform a twofold task. In the first place, 
they carry out market surveys of the principal agricul¬ 
tural products, publishing reports of their findings 
together with their^ recommendations. Secondly, they 
lay down appropriate grade specifications for these 
products and test them in practice. Several all-India 
marketing reports have already been published, giving 
useful information regarding the marketing of products, 
such as wheat, linseed, tobacco, coffee, milk and rice. 
Certain agricultural products have been graded and put 
on the market with the AgMARK under the Agricul¬ 
tural Produce (Grading and Marking) Act, 1937, with 
remarkable success. Provincial Governments promote 
co-operative marketing of agricultural produce with 
various forms of aid, like long term loans at low rates 
of interest for constructing godowns, as in Bombay, 
Madras and Hyderabad, free grant of part of cost of 
construction, subsidies to sale societies, and maintenance 
of special staff to help such societies. Besides encouraging 
co-operative marketing, they have also passed laws autho¬ 
rising the establishment of regulated markets, in which 
the market charges are clearly laid down and trade practice 
properly controlled by duly appointed market committees. 
Regulated markets have been set up in important centres 
in Bombay, Hyderabad, the Central Provinces, Madras, 
the Punjab, the North-West Frontier Provinces, Sind and 
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Mysore. The standardisation of weights and measures 
is an important requisite of efficient marketing, and the 
Central Provinces and Bombay established a uniform 
system of weights and measures in their territory under 
the provisions of the Central Provinces Weights and 
Measures Act, 1928, and the Bombay Weights 
and Measures Act, 1932, respectively. Later, in 1939, 
the Standards of Weights Acts was passed by the 
Central Legislature, followed by similar legislation in 

the provinces, except Assam and V/est Bengal. 
The Government of India felt the paucity of storage 
facilities during the last war, when there was a great need 
for storing grain in order to overcome the recurring 
threats of food shortage, and set up, in November 1944, 
a Storage Directorate to work out a programme of 
improving storage facilities. After a general survey 
of the existing conditions regarding storage, measures 
were adopted for increasing as rapidly as possible 
storage accommodation. By January 1946 godowns 
had been constructed, at the cost of the Government 
of India, at Bombay, Vizagapatam, Coimbatore, and 
some important centres in Sind, the Central Provinces 

and Orissa, while others were proposed to be built in 
the surplus provinces, namely the Punjab, Sind, the 
Central Provinces and Orissa jointly by the Central 

and the Provincial Governments, the cost being shared 
equally between them. 

The introduction of the Zamindari and allied land¬ 
lord tenures under the British rule led, in its turn, to a 
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Reform of land 
tenures 


crop of problems touching the relations between land¬ 
lords and tenants. To solve them, 
a series of tenancy laws was passed, 
and, as a final step, legislation has been 
enacted in several provinces for the abolition of the 
Zamindari and similar landlord tenures. Measures have 
also been taken to improve the relations between land¬ 
owners and tenants in the ryotwari areas.* 


During the world economic depression, it became 
necessary to protect the Indian farmer against foreign 
competition. An import duty was, therefore, levied on 

Australian wheat in 1931, and on 

Tariff protection broken rice from Thailand, Indo- 

China and Japan in 1935. Similarly, protection was 
given to the sugar industry in 1932. There seems to be 
scope for encouraging agricultural interests by means of 
export duties on foodstuff^, raw materials and manures. 


A policy of rural uplift was strongly recommended 
by the Royal Commission on Indian Agriculture which 
was much impressed by the “ Gurgoan experiment of 
F. L. Brayne in the Punjab. The essential feature of 
the experiment was the training of village guides , 

who would take up the task of impro¬ 
ving village life, under the direction 


Rural Uplift 


of a central organisation which would encourage 
and assist them, especially by inspiring them with 
new ideas and sustaining their enthusiasm. Though 
only a partial success, the experiment blazed the 

trail for a fruitful field of activity for the benefit 

\ ___ _ _ ^ 
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of rural India. There has been recently widespread 
interest in village uplift, leading to greater activity 
for rural improvement not only on the part of 
private individuals and agencies but also on the part of 
the Government. In several provinces, notably in the 
Punjab, the United Provinces and Bombay, the Govern¬ 
ment has organised rural reconstruction in such a way 
that nearly all departments have a share in it, each 
making a contribution in its own sphere. The organisa¬ 
tion in Bombay is very elaborate. Originally under the 
direction of the Co-operative Department, it has been 
placed, since 1941, under the Revenue Department with¬ 
out, however, impairing the close link with the Co-opera¬ 
tive Department. The Government of India has given a 
stimulus to the rural uplift movement by setting apart, 
since 1935-36, Rs. 1 crore for distribution to the 
provinces for financing rural development schemes. 
It has helped the movement on to a further stage of 
progress through the Community Projects and National 

Extension Service schemes, worked out under the first 
Five Year Plan. 



Chapter V 


Famines and Famine Policy 


Famines are writ large across the pages of the 
history of India. They have been caused mainly by 
the caprice of the monsoons on which the agriculture of 
the country so largely depends. When the monsoon 
fails, there is a failure of crops, followed by scarcity of 

food and unemployment of agricultural 

Causes of famines , . _ . i *1. 

labourers. Famine ensues when the 
drought is prolonged, all the more so because the agricul¬ 
turists, being generally poor, have little sustaining power 
to withstand the effects of crop failures. Thus, while the 
failure of rains and its after-effects are the immediate 
and direct causes of famines, the ultimate and funda¬ 
mental causes lie in the general poverty of the people 
and their consequent inability to resist even a small 
disturbance of normal economic conditions. Famines 
have also been caused or intensified by other factors, 
such as unsettled political conditions, inefficient and 
corrupt administration and dislocation resulting from 
war. 


Famines have disastrous economic consequences. 
There is a heavy mortality due to starvation and the 
epidemics that accompany a famine, though starvation 
deaths are less characteristic of modern famines. The 
increased mortality together with the weakening of the 


Effects of Famines 


tural 


surviving population tends to check 
the growth of population. Agricul- 
development is hampered, as the periodic 
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recurrence of famines discourages the cultivator from 
improving his land or concentrating on industrial crops 
and inflicts on him a heavy loss by claiming a heavy toll 
of life among his cattle. Trade and industry are adver¬ 
sely affected by the diminished purchasing power of a 
large section of the people. Finally, a severe strain is 
imposed on the finances of the Government which, as a 
result of famine, is faced with a reduction of revenue and 
an increase of expenditure. Famines are, therefore, a 
great calamity against which a suitable policy of 
protection is called for. 


Like other agricultural countries, India has been 
visited by famines from the earliest times. There are 
numerous references to them in Sanskrit and Pali 
literature. Records of them are few'er during the 
Mohammedan rule. As there is hardly a trace of famine 


Famine Policy 
in the Pre-British 
Period 


history in the pre-British era, it is not 
possible to ascertain the frequency of 
famines nor to conclude with certainty 


that they were less frequent than 
famines in the British period, of which a full account 
exists. But there is ample evidence that, in the pre- 
British days, famines were as severe, if not more, as 
those of the British period. In the famine of 1291, 
for example, entire families drowned themselves rather 
than face starvation. Similarly, in the famine of 1555, 
people were driven to feed on the hides of dead animals, 
while, in the famine of 1630, there was the frightful 

spectacle of “ man feeding on man and even slayine 
him for food.” 
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The efforts made to provide relief were spasmodic 
and ineffective. The central granaries at the capitals, 
which were meant to serve as war-chests, could be drawn 
upon to supply food to the famine districts, but, with 
poor communications, relief actually depended upon the 
surplus stocks of grain in the villages, which, however* 
proved inadequate to meet an intense and prolonged 
famine. Relief was also provided by the construction 
of canals, tanks, temples, mosques, forts and palaces at 
public expense, besides the alleviation of distress by the 
direct charity of rulers. But there was no regular 
system of famine relief, nor any clear recognition of 
the responsibility of the state to deal with famines. 


Famines in the British period fall broadly into 
two groups, according as they occurred during the 
administration of the East India Company or after the 

transfer of power to the Crown in 
Under the East 1353 ^ the latter being further sub¬ 
divided into those which took place 
before 1880 and those that came after that date. 


India Company 


Of the famines during the regime of the East India 
Company from 1760 to 1858, the most important were 
those of 1770, 1784, 1802, 1824 and 1838, and large 
areas were affected in North India, Bombay and Madras. 
The Bengal famine of 1770 is said to have carried 
off a third of the population or 10 , 000 , 000 , while the 
death-roll in the Agra famine of 1838 is put at 800,000. 
While these figures are obviously rough estimates 
not to be taken at their face value, there can be no 
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doubt about the seriousness of the famines to which 
heavy mortality of the kind is attributed. 

Owing to the lack of communications, prices in 
famine areas rose to levels rarely reached in modern 
times. Government, therefore, forbade the export of 
grain and tried to import it and fix its price. From 
1812, however, it adopted a policy of non-interference 
with trade, though bounties were given on importation 
for many years. In the Agra famine of 1838, when 
modern famine policy may be said to begin, the 
obligation of the state to provide work for all who 
sought for it was fully recognised for the first time, while 
the task of relieving the helpless was left to the 
charitable public. 

Several great famines occurred during the adminis¬ 
tration of the Crown before 1880. The first was the 
famine of 1860-61 which affected parts of the Province 
„ ^ ^ of Agra and the Punjab and, in a 

Before 1880 Smaller measure, Rajputana and 

Cutch. The tract between Agra and 
Delhi suffered most as a result of the combined effects of 

the failure of rains and the military operations of the 
Mutiny. 

Relief was organised on the basis of a threefold 
classification of the population. Those who were 
capable of work were employed in the large public 
undertakings. The helpless were maintained in poor- 
houses, and some work was demanded of them on moral 
rather than economic grounds. There were others who. 
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for special reasons, such as caste, decrepitude etc., were 
succoured in their homes through the charity of private 
individuals. The free trade principle was adopted and 
strictly adhered to. Colonel Baird-Smith, who con¬ 
ducted an inquiry into the famine, commended the 
increase in the staying power of the people brought 
about by canal irrigation and stability of tenure, and 
urged, as a means of further strengthening it, the 
adoption of a permanent settlement of land revenue on 
.the lines of that of Bengal throughout the country. 

The famine, which broke out in 1865, lasted two 
years, affecting Madras, Orissa, Northern Bengal and 
Bihar. As it fell with the greatest intensity on Orissa, 
it came to be called the Orissa famine. During the 
first year, owing to defective information regarding the 
extent of distress, relief was inadequate with the result 
that mortality was very great, the loss of life in Orissa 
alone being estimated at one million or a third of the 
population. On the other hand, the relief operations in 
the second year were characterised by wasteful pro¬ 
fusion. A commission headed by Sir George Campbell, 
which made an inquiry into the famine, found fault 
with the relief measures undertaken in Orissa during the 
first year, especially with the arrangements in the poor- 
houses. As the heavy.mortality was caused because the 
dearth of food could not be appraised properly owing 
to defective means of information nor remedied owing 
to lack of communications, the Commission emphasised 
the responsibilities of the Government in times of 
famine. 
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The Orissa famine was soon followed by the 
Rajputana famine of 1868—70 which, while being 
centred on Rajaputna and Ajmer, affected a large 
territory in the west of India. Close on its heels 

came, in quick succession, the Bihar famine of 1873-74 

involving, besides Bihar, the adjacent parts of Bengal 

and the United Provinces, and the Southern India 

famine of 1876-78 in Madras, Mysore, Hyderabad 

and Bombay. In its second year, the latter famine 

spread to parts of the Central and United Provinces 
and to a small tract in the Punjab. 


While relief was lax in the Bihar famine, it was 
strict in the famine of 1876-78. The need for a 
uniform and settled policy of famine relief was 
therefore, felt. In 1868 Sir William Muir, the Lieuten¬ 
ant-Governor of Agra, issued the order that “ every 
District Officer would be held personally responsible 
that no deaths occurred from starvation which could 

have been avoided by any exertion or arrangement on 

his part or that of his subordinates.” Later the 
Government of India declared : “ We say that human 
life shall be saved at any cost and effort; and if it is 
asked what the general principles are by which the 
Dismct Officers should be guided in refusing the S 
needed to preserve life, the reply must be that there a e 
no such principles, and that there are no circumstances 
m which such aid can be refused.” I„ order to p evem 

indiscriminate distribution of relief to which such 

broad statements might give rise, the relief pohcy was 
follows . The object of saving life is undoubtedly 
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paramount to all other considerations. But it is 
essential that in pursuing this end your officers should 
sedulously guard against the danger of inducing the 
population to rely upon Government aid rather than 
upon their own industry and thrift. In the interests 
of the distressed population itself, as well as of the 
taxpayers generally, you are bound to adopt precautions 
against indolence or imposition....” 

In addition to the fundamental principles of relief 
policy which were thus clearly laid down, more precise 
and practical directions were required as guidance in the 
actual administration of relief. The whole question of 
famine policy was, therefore, referred to the first great 
Famine Commission (1878-80) under Sir Richard 
Strachey. The Commission endorsed the policy which 
combined the saving of life with the avoidance of 
indiscriminate relief, and laid down the principles (1) 
that in accordance with Turgot’s maxim that “ the best 
and most useful kind of alms consists in providing the 
means of earning them,” employment should be given 
on relief works to the able-bodied who, on performing 
a reasonable task, should get a wage sufficient to secure 
health but not ordinary comforts; and (2) that 
gratuitous relief should be given to those who were 
really unable to work in their own villages or poor- 
houses. It also recommended non-interference with 
trade, except in rare cases, and assistance to the 
landowning classes by takkavi loans and by remis¬ 
sions of land revenue on condition that they gave 
proportionate relief to their tenants. Famine codes. 
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embodying these recommendations, were drawn up for 
each province to be applied during famines. 


The famine of 1896-97, the first great famine during 
the administration of the Crown after 1880, put the 
,, , „ famine codes to a severe test. 

Since 1880 Altogether affecting a population of 

69,500,000 and a territory of 307,000 
square miles, it was intense in the United Provinces, 
the Central Provinces, Bihar, and a part of the Punjab.' 


The bitter experiences of this famine led to an 
investigation by a Commission, presided over by Sir 
James Lyall. The Commission expressed satisfaction 
at the success attained in the administration of relief 
measures during the famine. As regards famine policy. 
It reiterated the broad principles laid down by the 
Commission of 1880, suggesting, however, some changes 
of detail, like the payment of a more liberal wage the 
extension of gratuitous relief and the remission of land 

revenue on a generous scale. Breaking new ground it 

made recommendations for the relief of special classes 
ike weavers and aboriginal and hill tribes, and formu- 
Uted rules for the management of the charitable relief 


Scarcely had governm.ent begun to consider these 
recommendations when another serious and widespread 
famine broke out in 1899. It covered an area of 475,000 

square miles with a population of 59,500,000, and was 

acute in the Central Provinces, Berar, Bombay, Ajmer 
and a portion of the Punjab. 

5 



66 


Consequent on this famine, a Commission, presided 
over by Sir Antony MacDonnell, was appointed to 
review the whole famine policy. The Commission 
declared that famine relief, taken as a whole, was 
excessive, and suggested that the test of relief should be 
made stringent without being repellent. It recom¬ 
mended a revision of the wage scale so that, instead of a 
minimum wage, the able-bodied were to receive payments 
proportionate to the work performed, subject to the 
condition that such payments should, in no case, exceed 
the normal wage and that full ordinary task should be 
exacted. Those who were in a position to maintain 
themselves were to be excluded from the relief works. 
Great stress was laid by the Commission on “ moral 
strategy ”, which consisted in “ putting heart into the 
people ” by assisting them by the prompt and liberal 
distribution of takkavi loans, early suspension of land 
revenue and a policy of “ prudent boldness ” which in¬ 
volved the working out of a large and expansive plan of 
relief with constant vigilance and full non-official support. 
The Commission also recommended special measures 
for dealing with a fodder famine so as to save the cattle. 

The famine codes, suitably amended to embody 
these recommendations, have worked satisfactorily 
in coping with later famines, such as those of the 
United Provinces in 1907, of Ahmednagar in 1912 and the 
more widespread and serious famines of 1918 and 1920. 

This is due mainly to the change which 
Change in Nature taken place in the nature of fami- 

of Famines Famines, which were formerly food 

famines, are now money famines. This transformation 
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has been effected by the improved means of com¬ 
munications and transport, by which the scarcity in one 
part of the country can be relieved by drawing on the 

abundance in other parts, and also by the increasing 
perfection of the administrative set-up for dealing with 
famines. At present, famine signifies not the lack of 
food but the want of resources with which to buy food. 


Consequently, famine relief primarily consists in provid¬ 
ing employment on relief works for those temporarily 
thrown out of their normal avocation by nature and 

thus enabling them to earn enough money for buying 
food. 


The modern famine policy, in the final shape in 
which it has emerged in the latter half of the nineteenth 
century, consists of two parts: the remedial and the 
protective. The remedial measures comprise various 
arrangements for providing relief, which have been 


Modern Famine 
Policy 


worked into a remarkably well-orga¬ 
nised administrative system. The 
principal arrangements are as follows : 
(1) Standing preparations are made in ordinary times' 
The Government keeps itself informed of climatic 
conditions, crops and prices, births and deaths; draws 
up programmes of suitable relief works, which are 
constantly revised and brought up-to-date; maps the 
country into relief circles ; stocks tools and plant; in a 

word, keeps in readiness a relief machinery which can 
be quickly mobilised in an emergency. 


(ii) When the failure of rains is accompanied by the 
rise of prices, large purchases by traders and rich 
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people, contraction of credit and of private charity,. 

aimless wandering of people in quest of work and of 

charity, and occurrence of petty thefts, danger is 
apprehended. 

(iii) The Government takes preliminary action on 
the lines of moral strategy It explains its policy to 
the people, enlists the support of non-oflScials who are 
induced to extend the hand of private charity, announces 
the suspension of land revenue and advances loans 
liberally for agricultural improvements. Village inspec¬ 
tion is made, and lists of persons in need of urgent relief 
are drawn up. If the number of such persons is large 
in any area, poorhouses are opened. 

(iv) Then comes the first stage of relief, when 
the test works are opened. The object of these works 
is not to relieve famine, but to test the presence 
of it; not to relieve hunger,but to find out whether 
people are hungry.” The conditions of work in these 
undertakings are, therefore, so regulated that they are 
neither too strict nor too lenient. At the same time, 
every effort is made to estimate accurately the condition 
of the people. 

(v) When test works and village inspection reveal 
real distress, the period of general relief commences. 
Relief works are started, and gratuitous relief is 
distributed through various channels, such as central 
relief camps, poorhouses and village kitchens. 

(vi) With the advent of the rains, a new policy 
begins. The large relief works are closed down, and 
people are transferred gradually to smaller relief works 
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near their villages in order to facilitate the resumption 
of normal cultivation with the least delay. Local 
gratuitous relief is continued, and loans are advanced 
liberally to cultivators for buying cattle, ploughs, seeds 
etc. Care is taken to close relief operations not 
abruptly but by gradual degrees, the last relief works 
being closed only after it is clear that the famine has 
receded. As pestilence is the twin-sister of famine, all 
through the famine period the medical staff is kept 
m readiness to deal with epidemics, like cholera and 


As regards the protective measures, the chief 
amomg them are irrigation, railways, a sound land 
revenue policy, rent legislation, advance of takkavi 

oIctfoT movemenl, and 

nf S “““““ ‘‘“'P “■'dilion of the 

people. They are meant to give the people protection 
against famine by improving their economic condition 
and consequently their staying power in times of scarcity 
and distress. They tend to increase material prosperity 
n various ways. Irrigation leads to greater production^ 

transport. While a proper land revenue policy and leeis- 

ation regulating tenancy rents ease the burden on the 

shoulders of the cultivator, takkavi loans and the co-oper- 
movement supply him with the credit L neSs 

oevelopment. Indeed, much of the economic progress 

of .he country i, due ,o these and other protec ive 
nteasures. Even if there had been no fantiSS these 
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measures might have been undertaken in the normal 
course of the economic evolution of India. But this 
does not in any way diminish the significance of the 
fact that the primary motive behind them and the 
economic development which they brought about was 
famine relief and protection. The whole economic 
policy of the Government in the nineteenth century 
centred round the famine problem, and famine relief 
was “the corner-stone” of Indian economic development. 

In order to provide the finance required for famine 
relief and protection, the Famine Insurance Grant was 
introduced in 1878. Under this arrangement, the 
Government of India set apart annually a sum of Rs. li 
crores to be spent on direct relief in case of famine and 

on protective irrigation works and 

Famine Insurance railways in normal times. Out of this 

grant, funds were allotted to the diflTe- 
rent provinces according to their needs. After the 
Reforms of 1919, each province was to contribute out of 
its revenues annually a fixed sum for famine insurance 
in proportion to its liability to famine. These provincial 
contributions, together with the unspent grant, made up 
the Famine Insurance Fund, which could be utilised 
for purposes of famine relief, protective works and loans 
to cultivators. 

In 1928-29 the Famine Insurance Fund was recons¬ 
tituted into the Famine Relief Fund. Under the new 
regulations, the balances of the Fund could be used only 
for famine relief proper, famine being defined for the 
purpose as famine due to drought or other natural 
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calamities. However, when they exceeded a prescribed 
limit, advances could be made to the Provincial Loan 
Account for loans to agriculturists, though direct loans 
to them could not be made from the Fund. As there 
was no provision for a separate Famine Relief Fund in 
the Constitution under the Government of India Act, 
1935, the balances at the credit of the Fund were 
transferred to the Provincial Governments to be managed 
by them from April 1, 1937, when Provincial autonomy 
was inaugurated. 

Famine relief has been financed also from the 
charitable relief funds. These funds were subscribed bv 
people in every part of the world and devoted to the 
provision of food and clothing to the aged, infirm, sick, 
children etc., help to orphans, relief of the respectable 

poor in a manner suitable to them, and 
ReUeTFunds Chiefly assistance to those who lost 

everything during famine to get a fresh 
start in life. In 1900, the Maharaja of Jaipur donated 
Rs. 16 lakhs in Government securities for the relief of 
people stricken by famine, which constituted the nucleus 
of the Indian People’s Famine Trust. The funds of the 
Trust are utilised for helping the higher classes of 

people who cannot accept famine relief in the ordinary 
manner. 

Of all the famines that have occurred since 1900, 
the Bengal famine of 1943 was the severest, apart from 
being unusual in its attendant circumstances. It carried 
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off, as officially estimated, a million and a half of the 
poor of Bengal. Unlike previous famines, it was caused 

The Bengal natural forces but also by 

Famine. 1943 l^he abnormal conditions created by 

the Second World War. The latter 
accounted, in a very large measure, for the acute distress 
and consequent heavy mortality of the famine. The 
cyclone which swept over the four surplus rice-producing 


areas of Bengal—Midnapore, 24-Parganas, Barisal and 
Dinajpore—in October 1942 and the widespread disease 
in the aman paddy crops of West Bengal affected the 
food supply adversely. The position was enormously 
aggravated by the unprecedented circumstances arising 
from the war. With the fall of Burma, rice imports 
from that country ceased. Though the quantity of 
imports—T5 million tons per year—was not consider¬ 
able, psychologically the fact that Burma rice would no 
longer be available led to a scare. From the air raids 
on Calcutta and Eastern Bengal and the danger of 
invasion, people began to fear that communications 
might be seriously dislocated and therefore tended to 
accumulate stocks as a precautionary measure. The 
Government also pursued a similar policy by making 
bulk purchases of grain for the Army and the industrial 
establishments and by removing stocks as well as river 
craft so as to put them out of the enemy’s reach. The 
stocks sent to the markets were smaller than before, 
either because the cultivators consumed or held a larger 
proportion of their produce, or because their require¬ 
ments of money could be met by marketing a smaller 
quantity, as the prices were high owing to the spiral of 
inflation. This resulted in scarcity, especially in the 
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urban areas, which was further intensified by the increas¬ 
ing congestion of railway-transport and the failure of the 
Government in framing and enforcing a suitable policy 
to deal with the situation. In connection with the latter, 
it may be noted that the Government followed no clear 
policy, declaring first a free trade ” zone in East India 
and abandoning it later, and failed to secure food grains 
for the deficit Provinces from the surplus ones, owing to 
the lack of co-operation on the part of the Provincial 
Governments. As a result of these various influences, 
Bengal was plunged in a terrible famine, even though 
the over-all deficit for the country was not considerable. 


The Woodhead Commission, 1944, which inquired 
into the famine, held the Central and the Bengal Govern¬ 
ments responsible for it, although the background was 
the result of natural causes. In order to prevent the 
recurrence of another famine of the kind, the commission 


The Woodhead 
Commission 


recommended the following precau¬ 
tionary measures: (1) the introduction 


of rationing, as quickly as possible, in 
towns with a population of about 25,000 or more (2) the 
immediate review of licences issued since May, 1943, 
under the grains control order and removal, from the 
register of licence-holders, of persons who were not pro¬ 
fessional traders (3) the extension of the food grains 
control order so as to bring under it all cultivators hold¬ 
ing land above a prescribed limit of 25 acres (4) the 
effective enforcement of an embargo round the surplus 
districts (5) the requisitioning of stocks from traders 
and large producers, as and when necessary (6) the 
•establishment of an official procurement agency in 
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place of the existing system of procurement through 
chief agents selected from the trade, and the gradual 
introduction of the system of monopoly procurement 
(7) the clear definition of the respective functions of 
the District Magistrate and Deputy Directors of Civil 
Supplies in regard to the procurement and distribution 
of supphes and the enforcement of controls (8) vigorous 
action to put down corruption and (9) the establish¬ 
ment of a Provincial Food Advisory Committee, District 
Advisory Committees and an Advisory Committee for 
Calcutta, consisting of officials and non-officials. 



Chapter VI 
Irrigation 

India depends on the monsoons for its water supply. 
In many parts, like Sind, Rajputana and the south¬ 
west Punjab, the rainfall is scanty. In others it is 
uncertain and ill-distributed, as in the uplands of the 
Deccan. Moreover, for the cultivation of some crops, 

such as rice and sugar-cane and also 
Necessity of fQj- raising second or winter crops,, 
imgation ^ regular and sufficient water supply 

is essential, but it is not available through the monsoon 
rains, except in some favoured areas. In these circums¬ 
tances irrigation is an inevitable necessity for ensuring 
the progress of Indian agriculture and the well-being 
of the vast bulk of the population dependent on it, and 
is indeed practised “ more universally and on a larger 
scale in India than in any other part of the world.” 

Irrigation works have existed in India from time 
immemorial. They are mainly of three kinds : wells, 
tanks and canals. 


Wells have been constructed and maintained mostlv 
by private enterprise. They are extensively used in the 
United Provinces, the Punjab, Madras and Bombay and, 
for garden crops, all over the country. The wells and 
the lifting appliances now in use are very largely similar 


WeUs 


to those of former times. The wells 
may be classified into temporary wells 


and permanent wells, with others in between forming an 
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intermediate category. Water is raised by piccotahy 

bullock water-lifts, the Persian wheel or, latterly, power 
pumps. 

The construction of wells has been encouraged by 
the Government by the advance of takkavi loans for 
the purpose, by lenient assessment of land revenue 
on land watered by wells and by protection of the tenant 
against any extra payment on account of the improve¬ 
ment from well irrigation. The Agricultural Commission 
recommended that, besides granting takkavi loans, 
the Government should assist the sinking of wells by 
providing technical advice and by placing boring 
equipment and skilled labour at the disposal of the 
landholder for a moderate fee. The Famine Inquiry 
Commission of 1944 urged that the Government should 
collect and publish full information regarding subsoil 
water supplies, appoint a special staff for advising the 
peasant in sinking wells and devise measures for 
improving the lifting of water. Under the Grow More 
Food Campaign, the construction of wells was also 
'encouraged by a system of special subsidies and loans. 
Tube wells have been introduced recently with Govern¬ 
ment assistance. The Ganges Valley Tube well Irrigation 
Scheme in the United Provinces and the Government 
programme of construction of 6000 tube wells in various 
parts of the country in aid of the Grow More Food 
Campaign are noteworthy developments in this direction. 

Tank irrigation is widely prevalent in Madras, 
Mysore and Hyderabad and, to some extent, in all other 
provinces, except the Punjab and Sind. Tanks are 
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of all sizes, ranging from great lakes irrigating vast 
tracts of land to the small village tanks which irrigate, 

_ , in most cases, just a few acres. Many 

Tanks r i j i i 

or them dale back to very ancient 
times, bearing witness “ to the readiness of former rulers 
to encourage the construction of works of this kind ” 
for the benefit of the people living in regions of small 
and uncertain rainfall. Though the Government owns 
most of the tanks, there are some which belong to 
private individuals or village communities. A good 
number of tanks, all over the country, have been allowed 
to silt up, losing their former value for irrigation 
purposes. While it may not be possible to renovate all 
such tanks, a good many of them could be repaired and 
restored. A vigorous effort in this direction has recently 
been made, especially in Bengal, Bihar and Madras, 
under various laws, such as the Bengal Tanks Improve¬ 
ment Act, 1939, the Bihar Private Irrigation Act, 1922 

and the Madras Irrigation Works (Repairs, Improvement 
and Construction) Act, 1943. 

Irrigation Canals are mainly of three types : inund¬ 
ation canals, perennial canals and storage works canals. 
The inundation canals are so constructed as to draw off 
water when the river is flooded and the water rises above 
a certain level. On the other hand, the perennial canals. 

Canals means of head weirs constructed 

across rivers, are enabled to get a 
s eady supply of water all the year round. While both 
inundation and perennial canals depend on rivers for 
their water supply, the storage works canals are fed with 
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rain-water, stored, during the 
formed by the construction 
valleys. 


monsoon, in huge reservoirs 
of dams across mountain 


Irrigation canals had existed in India long before 
the British rule. Some of them are of ancient origin. 
The Grand Anicut on the Cauvery is said to have been 
built in the second century A. D. Most of the weirs on 
the Tungabhadra were constructed by Krishna Raya at 
the beginning of the sixteenth century. In northern 
India, Feroz Shah built, in the middle of the fourteenth 
century, the canal which is now known as the Western 
Jamna Canal, while Shah Jehan started the present 
Eastern Jamna Canal at the beginning of the eighteenth 
Qgntury. Inundation canals appear to have been in 
existence from time immemorial in Sind and the Punjab. 
But the extension of irrigation works was limited by 
various causes, such as the lack of capital and engineer¬ 
ing skill, insecurity of tenure and consequent unwilling¬ 
ness to undertake permanent improvements, and the 
unsettled political condition of the times. In the 
eighteenth century, many canals fell into decay. 


Naturally, the first task undertaken by the East 
India Company in respect of irrigation was chiefly the 
repair of old works, which had to be reconditioned in 
order to maintain or restore their usefulness. The 


Ganges and Jamna Canals and the Grand Anicut on 
the Cauvery were repaired early in the nineteenth century. 
The successful work on the Grand Anicut led to the 
Godavari and Kistna Works, which were taken up by 
the middle of the century. In spite of the encouraging 
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results of these undertakings, the East India Company 
was reluctant to commit itself to a policy of construction 
of irrigation works on any extensive scale. A scheme 
of irrigation works through private enterprise was, there¬ 
fore, launched. The East India Irrigation and Canal 
Company was formed in 1860 to carry out irrigation 
works in Orissa, and, three years later, the Madras 
Irrigation Works Company was started for constructing 
such works in Madras. Before long, both companies were 
in difficulties and eventually wound up, their works being 
taken over by the Government. In 1866 the policy of 
state construction of irrigation works was resumed, when 
the Secretary of State for India decided to build “ pro¬ 
ductive works ” by raising public loans for the purpose. 
Under this scheme five big works were constructed by 
the Government from 1868 to 1882. Meanwhile, the 
great famine of 1877-78 focussed attention on the urgent 
need of protecting areas liable to drought and famine 
by irrigation works, whether or not they were profitable 
from a financial point of view. The construction of 
such works, called “ protective works ”, was financed 
from the Famine Relief and Insurance Fund. Out of a 
total of Rs. 150 lakhs paid every year into the Fund, a 
sum of Rs. 75 lakhs was earmarked for protective 
railways and canals. But in practice the whole of this 
amount was available for expenditure on the protective 
irrigation works alone, together with an annual subsidy 
of Rs. 25 lakhs sanctioned by the Secetary of State from 
1910, though the fuU amount of Rs. 100 lakhs was never 

actually spent in any year, the maximum expenditure 
being Rs. 86 lakhs in 1913-14. 
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While the Government constructed some “protec¬ 
tive works,” it tended, however, after some time, to 
concentrate on remunerative works, as the former did 
not pay their way. But the question of extending 
“protective works” again became prominent during 

the widespread famines which 

Commisron Occurred towards the end of the last 

century, afflicting the Deccan with 
particular severity. To consider this and other problems 
relating to irrigation policy, the Irrigation Commission 
was appointed by Lord Curzon’s Government in 1901. 
The Commission, which submitted its report in 1903,. 
commended the part played by the railways as a measure 
of protection against famines, and emphasised the urgent 
necessity of developing the supply of food, as large stocks 
of food in the country would be of immense assistance 
for famine relief. It recommended, for this purpose, the 

increase of remunerative works as fast as possible, even 
though they had to be undertaken mostly in areas which 
were not so vulnerable to famine, like the Punjab, Sind 
and parts of Madras. It also urged the construction of 
protective works which, though not directly profitable, 
would save the large expenditure on famine relief which 
would otherwise have to be incurred. In pursuance of 
these recommendations which governed the subsequent 
irrigation policy of the Government, many productive 
and protective irrigation works have been constructed. 
The more prominent among them are the Sutlej Valley 
Project and the Emerson Barrage in the Punjab, the 
Sukkur (Lloyd) Barrage and Canal in Sind, the Cauvery- 
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Mettur Project in Madras, the Bhandardara Dam and 
the Lloyd Dam in Bombay, and the Sarda Canal in the 
United Provinces. Some of these are most remarkable for 
size and engineering skill. The extension of irrigation 
works since 1900 has added considerably to the irrigated 
area. In 1939-40 the net irrigated area from all sources 
was 55 million acres, of which about 29 million acres 
were irrigated by canals, 6 million by tanks, 13 million 
by wells and 7 million by other sources. There has also 
been a corresponding improvement in the economic 
position of the agriculturists concerned in the area 
of each irrigation scheme. Referring to the great benefits 
derived from the colony works of the Punjab, for 
example, M. L. Darling says: “The colonies brought 
to the Punjab a period of prosperity without parallel 
in its past.” 

Under the reforms of 1919, irrigation became a 
provincial subject, and the Provincial Governments 
were given greater initiative and financial powers in 
the development of irrigation works. Only works 
estimated to cost over Rs. 50 lakhs were to be submitted 

to the Government of India and the 
Classification of Secretary of State for India for sanction 

Irrigation Works 

In 1921, the irrigation works were 

reclassified. Up to that time, they were grouped under 

three heads: productive, protective, and minor. The 

productive works were those which were expected to 

yield a fair return on the capital expenditure within ten 

years. The protective works were designed to prevent 

famines in areas of uncertain rainfall and were not 

expected to be paying directly from a financial point 
6 
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of view. The minor works were mostly private works, 
such as tanks, which the Government had taken over. 
While productive ” works could be financed from 
loans, the expenditure on the protectiveand 
minor works was to be met only from current 
revenue. Since 1921, all irrigation works have been 
classified into productive and unproductive works, 
according as they are financially profitable or not, 
and all works can be financed from loans. 


As recommended by the Royal Commission on 
Indian Agriculture, the Irrigation and the Agricultural 
Departments work in close co-operation with each 
other through the Imperial Council of Agricultural 
Research. Local advisory committees on irrigation 
have been set up in many parts of the country, and a 
Central Bureau of Information for Irrigation has been 
established. A Central Irrigation Board has also been 
constituted to enable the Government of India to advise 
the Provincial Governments on matters of irrigation. 


The unhappy experience of the Bengal Famine of 
1943 emphasised the dire need of a redoubled effort to 
increase the food supply in the country, and consequently 
of a further extension of irrigation. In order to secure 
a planned utilisation of all the available water resources, 
the Central Waterways, Irrigation and Navigation 
Commission and the Central Technical Power Board 
have been set up. The former is a fact-finding, planning 
and co-ordinating organisation which advises the Central 
and Provincial Governments on problems relating 
to waterways, irrigation and navigation throughout 
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the country, while the latter acts as a central planning 
body for the development of the country’s hydro¬ 
electric power resources. The establishment of these 
two organisations follows a new development in the 
nature of large-scale irrigation projects which they are 
meant to promote. That development consists in 
widening the scope of the large irrigation works so as 
to include, besides irrigation facilities, hydro-electric 
power, flood control and prevention of soil erosion, 
inland navigation, recreation facilities and fish culture. 
The Damodar Valley Project is a leading example of 
such multi-purpose projects. 


In undivided India, the total irrigated area was 
over 70 million acres, the largest irrigated area in 
any country of the world. As a result of the partition, 
India has 48 million acres or 68 per cent, and Pakistan 


Effects of 
Partition 


22 million acres or 32 per cent. But the proportion 

of irrigated area to net sown area is 
smaller in India than in Pakistan. 
Moreover, in many parts of India, 
particularly in Bombay, Deccan, Mysore and Madras, 

the irrigation works are largely protective works, meant 
to prevent famine conditions rather than to increase 
the yield per acre to any significant degree. On the 
other hand, Pakistan has the best irrigational facilities 
in the world which, being concentrated in Sind and the 
West Punjab, give those regions an assured increase of 
agricultural output. Thus the partition has adversely 
affected India regarding irrigation, and unless the 
position is quickly improved by a vigorous drive for 
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extending irrigation works, it would be hardly possible 

to cope with the problem of supply of food and com- 
raercial crops. 


With due recognition of the important place of 
irrigation in the agriculture of the country, especially in 
the situation created by the partition, the first Five Year 
Plan has given prominence to the development of irri¬ 
gation projects, many of which are multi-purpose 

projects. The Plan includes not only 

FivcYwPlM* schemes but also those already 

drawn up or under construction before 
the Plan was worked out. The schemes, taken together, 
constitute an impressive programme of irrigation works, 
involving a total estimated expenditure of Rs. 734 crores 
and expected to add 16’5 million acres to the irrigated 
area and 1 *93 million kilowatts to the supply of power, 
besides providing for flood control and navigation. 
Some of them have been completed, while the construc¬ 
tion of others is well under way or about to start. The 
more important of these works are : the Bhakra-Nangal 
Project (Punjab), the Damodar Valley Project (Bihar 
and West Bengal), the Hirakud Dam Project (Orissa), 
the Tungabhadra Project (Hyderabad and Madras), 
the Gangapur Storage Project (Bombay), the Kakrapar 
Project (Bombay), the Godavari Project (Hyderabad), 
the Lower Bhavani Project (Madras), the Mayurakshi 
Reservoir Project (West Bengal), the Kosi Project (Bihar), 
the Gandak Valley Project (Bihar), the Ghatprabha 
Valley Project (Bombay), the Koyna Hydro-electric 
Project (Bombay), the Broach Irrigation Project (Bombay) 
the Krishna-Pennar Project (Madras), the Rama- 



85 


padasagar Project (Madras), the Pipri Dam and Power 
Station Project (Uttar Pradesh). 


A word may be said here on two old controversies 
which formerly attracted much public attention, but 
have now practically died out. The first is the question 
of irrigation versus railways. The Government was 
accused by critics, like R. C. Dutt, of incurring a large 

expenditure on railways at the expense 
of irrigation. The fact that the closing 
years of the nineteenth century were 
marked by the working of the railways at a loss 
and the occurrence of severe famines gave point to the 
accusation. While the critics did a real service in 
drawing attention to the urgent need of greater expendi¬ 
ture on irrigation, which had since been met, they 
failed, however, in the heat of the controversy, to give 
due weight to certain relevant and important considera¬ 
tions. Irrigation and railways are not antagonistic 
but complementary in their effects on famine relief : the 
former helps to increase the food supply and the latter 


to distribute it to the famine-stricken areas. It is mis¬ 
leading to compare the expenditure of the Central 
'Government on railways with its expenditure on irriga¬ 
tion, without taking into consideration the provincial 
expenditure on irrigation. Moreover, the extension of 
irrigation depends upon the available engineering 
knowledge and skill as well as the existence of suitable 
conditions, such as an abundant and steady supply of 
water, a large and continuous demand for water ensuring 
the regular payment of water rates, etc. Even in areas 
where such favourable conditions exist, a limit is set to 
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further expansion of irrigation by the danger of water¬ 
logging, salt effervescence and malaria, which may,, 
however, be overcome by adequate drainage of irrigated 
land. Other limitations to be reckoned with are the 
possible exhaustion of the river water and, in the case of 
rivers running through several provinces, disputes 

between Provincial Governments regarding claims to the 
water supply. 


The second controversy, which is also only of 
academic interest at the present time, is the question of 
Company versus State ownership of irrigation works. 
The case for state]'construction and management of 
irrigation works is overwhelming on various grounds. 

Private enterprise may not be able to 
cope with the huge responsibility 
involved in carrying out and managing 
large-scale irrigation schemes. Under a system of 
company ownership of irrigation works, conflicts will 
arise in the allocation of profits due to irrigation between 
the companies on the one hand and the Government 


vs* State 
Ownership 


and the people on the other. Any Government super¬ 
vision over the companies that may be deemed necessary 
may deteriorate into vexatious interference. No company 
would be willing to undertake protective works which 
are not remunerative, and the adoption of a guarantee 
system to induce companies to take up such works would 
have the same disadvantages as in the railways where it 
had been tried. Above all, in a predominantly agricul¬ 
tural country like India, it is best that the instruments 
of irrigation should be the property of the nation. 



Chapter VII 



The Co-operative Movement 


The co-operative movement is an important means 
of combating rural indebtedness which constitutes one 
of the grave problems of Indian agriculture. Already in 
the closing years of the nineteenth century, there were 
institutions for the supply of credit to agriculturists and 

others on reasonable terms, like the 
Origin banks and companies of Bengal, 

the Nidhis of Madras and some institutions of a similar 
kind in the United Provinces, which were based on an 
element of co-operation. But the first step to introduce 
the co-operative movement, strictly so-called, was taken 
when Sir Frederick Nicholson, a Madras civilian, was 
deputed by the Government of Madras to undertake an 
inquiry into the feasibility of starting land banks in 
India. After an intensive survey of agricultural banking 
in Europe, he submitted his famous report, which was 
published in 1897. In it he made a powerful plea for 
the establishment of co-operative credit societies not 
only for “ bringing to the peasant that continued ever- 
fluctuating credit which he needed” but also for 
inculcating in him habits of “ thrift, association and 
self-help,” and recommended, as an essential condition 
of their success, the cultivation of a true spirit of 
co-operation to which he called attention by his ringing 
epigram : “ Find Raiffeisen ! ” No immediate action, 
however, was taken on the report. Meanwhile, individual 
officers had been taking some action in this direction. 
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Mr- Dupernex in the United Provinces, Mr. Maclagan 
and Captain Crossthwaite in the Punjab and others in 
Bengal had started village banks, in which the local 
agriculturists took a great deal of interest. In 1900 
Mr. Dupernex published a book entitled People's 
Banks in Northern India, in which he recommended the 
establishment of co-operative societies with Government 
protection and financial aid. The Famine Commission 
of 1901 also emphasised the great need of starting 
village banks of the Raiffeisen type in order to improve 
the economic condition of the agriculturists. But the 
decisive step towards legislation for the purpose was 
taken by Lord Curzon, who appointed a committee 
under the chairmanship of Sir Edward Law to investi¬ 
gate the whole matter. On the basis of its recommenda¬ 
tions the Co-operative Credit Societies Act, 1904, was 
passed. 


The Act provided for the organisation of credit 
societies only. Any ten or more persons above the age 
of eighteen, living in the same town or village or group 
of villages, could form a credit society. It would be 
classified as a rural or urban society according as four- 


The Co-operative 
Credit Societies 

Act, 1904 


fifths of its members were agriculturists 
or non-agriculturists. The rural 
society was to have unlimited liability 


and to carry all its profits to an inalienable reserve fund, 
while the urban society could have limited or unlimited 
liability and was required to carry only one-fourth of its 
profits to the reserve fund. All societies, rural and 
urban, were to be subject to audit and inspection by 
officers appointed by the Government, and to enjoy certain 
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privileges, such as exemption from income-tax, stamp 
duties and registration fees and immunity of members’ 
shares from attachment for other debts. Registrars 
were to be appointed in all provinces to organise and 
control the formation and working of co-operative 
societies. Under this Act, the co-operative movement 
made a definite start and progressed steadily so that by 
1911-12 there were 8,177 co-operative credit societies 
with a share capital of Rs. 50,58,037 and a membership 
of 403, 318. 

In the course of the working of the Act of 1904, 
certain omissions and defects revealed themselves, such as 
the absence of provision for non-credit co-operation, 
lack of arrangements for adequate financing and super¬ 
vision of credit societies, arbitrariness of the classification 

of societies into rural and urban, etc. 

silent; Aci? 19 T 2 They were rectified by the Co-ope- 

rative Societies Act, 1912. This Act 

provided for the registration of co-operative societies 
for purposes other than credit, like distribution, market¬ 
ing, production, insurance, etc. It recognised three 
Jcinds of central societies, apart from the primary 
societies, namely unions of primary societies, central 
banks and provincial banks for purposes of mutual 
supervision and financing. It abandoned the old 
distinction between rural and urban societies and substi¬ 
tuted in its place the more scientific division into 
unlimited and limited liability societies. It also permitted 
'Societies with unlimited liability to declare dividends on 
shares, subject to the sanction of the Provincial Govern- 
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ment, and all societies to utilise profits for educational 
and charitable purposes on certain conditions. 

The Act gave a fresh impetus to the co-operative 
movement which made rapid progress, increasing steadily 
in the number of societies, membership and the amount 
of working capital. Not only were non-agricultural credit 
societies multiplied, especially in big towns, but non¬ 
credit societies were started for the sale of produce, 
cattle insurance, milk supply, yarn, silk and manure 
purchase, retailing of farm implements and common 
necessaries, etc. There was also a rapid increase in the 
number of central societies. The development of the 
movement was, however, not uniform throughout the 
country ; it was greater and more rapid in the ryotwari 
provinces, like the Punjab, Bombay and Madras, where 
the agriculturist had mortgage rights in his land, than in 

the Zamindari provinces, like Bengal, where he had no 
such rights. 


With the expansion of the movement, vast sums 
were involved, the arrangements for financial manage¬ 
ments in the higher stages above the primary society 
became complicated and inspection and audit required 
more precise regulation. In these circumstances, the 
Government felt it necessary to take stock of the position 
before fostering-further growth of the movement, and 
appointed, in 1914, a committee of officials and non¬ 
officials, under the presidentship of Sir Edward Maclagan, 


The Maclagan 
Committee 


to examine whether the co-operative 
movement, “especially in its higher 
stages and in its financial aspect, was 


progressing on sound lines, and t^ suggest any measures 
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of iraprovement which seemed to be required.” After a 
thorough investigation, the committee submitted a 
report, which was published in 1915, and which ranked 
among the most authoritative documents on the working 
of co-operation in India. It observed that no one could 
fail “to be struck by the magnitude which the growth 
had already attained or to be convinced that the move¬ 
ment had taken firm root,” and that “ societies were 
then so spread over all parts of India and the advantages 
which their members were obtaining were so patent, 
that it was impossible to doubt that the movement 
would eventually attain dimensions compared to which 
its size at the time would appear negligible.'’ With this 
expression of faith in the movement, it proceeded to 
make various constructive and far-reaching recommend¬ 
ations, especially in regard to its higher financial 
structure. These proposals have governed the subsequent 
development of the movement. Meanwhile, progress 
was marked in other spheres, besides that of rural credit, 
and a good deal of non-official support was enlisted in 
the service of the movement through the central co-oper¬ 
ative banks and the Provincial Co-operative Institutes. 

On the introduction of the Montagu-Chelmsford 
Reforms of 1919, co-operation became a provincial 
transferred subject under the care of a minister. The 
number of societies increased rapidly after 1920, and at 
the same time certain unhealthy signs were coming into 

Pro ■ c* 1 evidence. A review of the movement 
Legi^/atiJ^. therefore thought necessary, and 

committees of inquiry were appointed 
in various provinces. The Central Provinces took the 
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lead by appointing a committee in 1922, and was 
followed by Bihar which set up a committee in 1923. 
The Oakden Committee was appointed in 1925 in the 
United Provinces and the Calvert Committee in 1928 in 
Burma, while in Madras there were two committees, the 
Townsend Committee of 1927 and the Vijayaraghava- 
charya Committee of 1939. After a careful examination 
of the working of the movement in the respective 
provinces, the committees recommended measures to 
rectify and consolidate the co-operative credit organisa¬ 
tion as well as to extend the non-credit side of agricul¬ 
tural co-operation. Provincial co-operative legislation 
was enacted in Bombay, Bengal, Burma, Madras, 
Coorg, Bihar and Orissa, providing for improvements on 
the all-India Co-operative Societies Act, 1912, suited to 
local conditions. The object was chiefly to devise a 
system of better control by improvements in respect of 
summary recovery of overdues, supersession of com¬ 
mittees guilty of mismanagement, penalties for specified 
offences, speedy liquidation proceedings, etc. A signi¬ 
ficant change was, however, introduced by the Bombay 
Co-operative Societies’ Act, 1925 and the Madras 
Co-operative Societies’ Act, 1932. In their preamble, 
the words, “ men of limited means ”, found in the All- 
India Act, were dropped, and the object of co-operative 
societies was defined as “ the promotion of thrift, self- 
help and mutual aid among agriculturists and other 
persons with common economic needs so as to bring 
about better living, better business and better methods of 
production.” The scope of the movement was thus 
widened, so that co-operation was no longer limited to 
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a particular section of society, but was to embrace all 
persons, serving as a means of general economic uplift 
on the basis of “ thrift, self-help and mutual aid.” 

Meanwhile, from 1929 onwards the movement was 
in the grip of the depression. There was a decline in 
the number of societies as well as in total membership. 
Overdues accumulated and liquidations increased. But, 
after 1937, there was a gradual recovery with improve¬ 
ment both in the number of societies and in membership. 
The period of depression from 1929 to 1937 and that of 
recovery after 1937 marked the third and the fourth 
phase respectively in the development of the movement, 
whhe the first phase from 1904 to 1918 was a period of 

slow growth and the second phase from 1918 to 1929 
one of rapid progress. 

When the second World War broke out, the co¬ 
operative movement was faced with the difficult’problem 
of adjustment to the new conditions emerging from 

the war. As prices in general and agricultural prices in 
particular were unsteady, the expected clearance of 

Effects of the war Overdue arrears and consequent streng¬ 
thening of the co-operative movement 
faded to materialise. Co-operative institutions, like 
jointstock banks, had to face panicky withdrawals of 
deposits in the first months of the war and again in 
May-June 1940. Moreover, owing to the war they found 
It difficult to obtain a steady and adequate supply of 
long-term funds. The war, however, benefited the 
movement by giving a stimulus not only to the establish¬ 
ment of consumers’ societies in some provinces as a 
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safeguard against profiteering but also to the organisa¬ 
tion of co-operative marketing in order to secure the 
benefit of higher prices to the producer. The fillip 
given by the war to various small industries, like woollen 
and cotton hand-loom weaving, provided the co-opera¬ 
tive movement with a further opportunity of service in 
the direction of assisting them with advice and guidance. 

In view of the widening of the scope of the co¬ 
operative movement as an instrument of general 
economic uplift for all and not merely for persons of 
limited means, the Co-operative Planning Committee, 

under the chairmanship of Mr. R. G. Saraiya, was set 

up by the Government of India in 

The Saraiya January 1945 to examine the working 
Committee movement and lay down the 

principles of future development. In its report, pub¬ 
lished in December 1946, the committee laid great stress 
on the broader aim of the movement and recommended 
that the primary credit society, which should cover all 
aspects of the life of the cultivator, should be reformed 
and reorganised so as to serve as a centre for the 
general economic development of its members, and that, 
for this purpose, it should have a wide range of functions, 
such as financing crop production, assisting the mar¬ 
keting of produce, supplying the farmer with seed, 
cattle-feed, fertilisers, and consumer’s goods, like salt, 
kerosene, cloth and matches, maintaining agricultural 
machinery for the joint use of members, encouraging 
subsidiary occupations, etc. It also favoured the adop- 
- tion of the principle of limited liability, except m special 
cases as well as the extension of the area of operations 
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so as to permit adequate business, with membership 
open to all persons residing in that area. As regards 
the fundamental basis of co-operation, it proposed that 
in certain cases, compulsion should be introduced in the 
place of the voluntary principle. The object of this 
proposal was to bring within the pale of the movement 
people who might not, of their own accord, come into it. 
It may be noted, in this connection, that compulsion is 
neither proper nor necessary for achieving that object. 
Compulsion is repugnant to co-operation which is 
essentially a voluntary movement. Moreover, the task, 
for which compulsion is proposed, could be as well 
accomplished by education and propaganda on which 
the committee rightly insists as the means of promoting 
co-operative development. 


After this general survey of the co-operative 
movement as a whole, it may be useful to notice briefly 
the growth of each particular type of co-operative 
institution. Co-operative institutions fall into two 
broad groups : credit and non-credit institutions. Taking 

p 1 ^ up first the credit institutions, we may 

Societies distinguish two classes among them : 


those which supply short or medium 

erm credit and those which supply long-term credit. 

e former include the rural credit society, the urban 
ank, the central bank and the Reserve Bank, and the 
atter the primary and central land mortgage banks. 


The rural credit society, modelled on the Raiffeisen 
societies in Germany, is based on unlimited liability. 
Its area of operations is usually a village or a group of 
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contiguous villages. As its share capital is not large, 
and deposits are scarce, it obtains funds mostly by 
borrowing from the central bank. It grants loans only 
to members, generally for productive purposes, on the 
mortgage of immovable property or the personal surety 
of one or more members. Although the primary aim is- 
to provide credit, the by-laws of credit societies in some 
provinces, for example Madras, also provide for the 
purchase and sale of agricultural requirements, like seeds, 
manures and implements, to members. In 1915-16, there 
were 15,005 agricultural credit societies, forming 99-5% 
of all agricultural co-operative societies, and the 
corresponding figures in 1940-41 were 104,084 and 
84-1 % . 


The urban bank, as the non-agricultural credit 
society is called, is constituted on the lines of the 
Schulze-Delitzsch banks of Germany and the Luzzatti 


banks of Italy. It is based on limited liability and 
confined generally to a single town. Most urban banks 

have enough funds from deposits of 


Urban credit 
societies 


members and non-members. Loans 
are issued usually for useful purposes. 


as in the rural credit societies, on personal security or 
mortgage of immovable property as well as scrips, 
jewels, and commodities. Urban banks have developed 
more rapidly and attained a stronger position in some 
provinces, for example Bombay, The total number of 
urban banks in 1942-43 was 7093. 


The financing of rural credit societies which was 
done, in the initial stages, by the urban banks, was taken 
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up later by the central banks. The Maclagan Com¬ 
mittee classified central banks into three groups; 
(1) banks of which only individuals were members; 

(2) banks of which only societies were 
members; (3) banks with both 

societies and individuals as members. Of these, the 
balance of advantage, all things considered, lay with the 


Central Banks 


last group, namely the mixed type of central banks, 
which the Maclagan Committee recommended to be set 
up. Accordingly, most of the existing central banks are 
of the mixed type, with a tendency to eliminate indivi¬ 
dual members as far as possible. They obtain funds 
from the surpluses of rural societies within their 
jurisdiction, deposits of the general public, deposits of 
certain special funds of municipal and other local bodies 
in some provinces, and loans from provincial banks 
and, in some Indian States, from Government. While 
they seldom get funds from the jointstock banks, they 
are assisted considerably by the Imperial Bank, especi¬ 
ally by cash credits. There were, in 1942-3, 589 central 
banks with a total share capital of Rs. 2,70,19,000. 


In order to provide an eflScient and economical 
method of financing central banks, the Maclagan Com¬ 
mittee considered it necessary to have a bank which 
could attract deposits from the richer urban classes and 
serve as a link between the co-operative movement and 

the presidency or jointstock banks. 
Apex banks were, therefore, organised 
in all the major provinces and in Mysore and Hyderabad. 
There were in 1943 10 such provincial banks, with a 
working capital of Rs. 17,48,00,000. They act as the 

7 


Apex Banks 
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financial co-operative centre of the province, co-ordinat¬ 
ing and controlling the working of the central banks 
and providing for the requirements of the movement in 
the province as a whole. 


When the Reserve Bank of India was set up in 1935, 
it was stipulated that it should assist co-operative banks 
for financing agriculture. According to section 17 of 
the Reserve Bank of India Act, it was authorised to 
furnish funds to the co-operative movement through the 

„ , provincial banks in order to finance 

The Reserve Bank ^ , , ... 

and the Co-operative agricultural operations and marketing. 

Movement along, making 

a special effort in this direction in recent years by a 
reduction of I per cent on the bank rate. But, on the 
whole, the provincial banks have been reluctant to take 
advantage of the facilities provided by the Reserve Bank. 
This is chiefly due to the fact that the Reserve Bank 
makes advances to them only for nine months and that 
under conditions which they regard as too severe. 


As regards long term credit required by the agri¬ 
culturists, it is supplied by co-operative institutions, 
known as the Land Mortgage Banks. Their functions 
are similar to those of the Landschaften in Germany 
and the Farm Loan Banks in the U. S. A. Long after 

the failure of “ The Land Mortgage 
Land Mortgage Bank of India Ltd., or the Credit 

Fonder Indien ”, a jointstock bank 
which was started in 1863 and which made long-term 
advances to agriculturists up to a period of seven years, 
the first co-operative land mortgage bank in India was 
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started in 1920 at Jhang in the Punjab. It was followed 
by the establishment of similar banks in Madras in 1925, 
and in Bombay in 1926. In these two provinces, land 
mortgage banks made rapid progress and they were 
brought together into a well-organised system by the 
formation of Central Land Mortgage Banks to which 
they were affiliated. Recently, land mortgage banks 
have been started in Bengal, Assam, the United Provinces 
and the Central Provinces. 

The primary land mortgage bank has jurisdiction 
over one or more taluks. Its members should own 
agricultural land in its area of operations and are 
subject to limited liability. It borrows funds from the 
Central Land Mortgage Bank, and lends to landowners, 
up to a prescribed limit, for twenty years on the mortgage 
of agricultural land. 

The Central Land Mortgage Bank is of the mixed 
type, its members being primary banks as well as 
individuals. Its function is to finance the primary banks, 
and for this purpose it raises long-term funds by issuing 
debentures on the security of the lands mortgaged to it 
by the primary banks. In Madras, the Government has 
guaranteed the principal and interest due on debentures 
up to Rs. 350 lakhs. Moreover, under the Madras 
Co-operative Land Mortgage Banks’ Act, 1934, the total 
amount due on the debentures and outstanding at any 
time should not exceed the total amount due on the 
mortgages. In 1943 there were in India as a whole 271 
land mortgage banks with a working capital of 
Rs. 7,78,00,000. In Madras, where the land mortgage 
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banks have developed most, there were in 1946, 119 
primary banks with one Central Land Mortgage Bank 
at the top. 


Turning now to the non-credit co-operative institu¬ 
tions, we may classify them into two broad groups: 
consumers’ societies which aim at economising the 
expenditure of members on consumer goods such as 
foodstuffs, cloth, fuel, etc. including housing, and pro¬ 
ducers’ societies which aim at increas- 
the earnings of members through 
productive activities, such as land 
colonies, cottage industries, efficient marketing, etc. 
Both, however, have the same ultimate objective, namely 
the elimination of the middleman, just as the credit 
societies have the object of replacing the moneylender. 
Though already under the Co-operative Societies’ Act,. 
1904, some experiments were tried in co-operative 
distribution and marketing, non-credit co-operation 
really started with the passing of the Co-operative 
Societies’ Act, 1912, which authorised the registration of 
co-operative societies for purposes other than credit. 
Several non-credit co-operative societies were organised 
as soon as the Act came into force, and they have since 
increased rapidly in numbers and utility. 


Among the consumers’ societies, the most important 
are the co-operative stores. They are of two kinds : the 
primary co-operative store and the wholesale co-operative 
store. The primary co-operative store is an organisation 
of consumers living in a town or in a village or group 
of villages or, in some cases, of a particular class of 
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consumers, like Government servants, mill-hands and 
students. Constituted after the model of the Rochdale 
Pioneers, it has the following chief features : limited 
liability, sales usually at market price only to members 
and only for cash, and bonus to members in proportion 
to their purchases. During the period of the general 
scarcity of food and other articles arising from the 
second World War and its aftermath, it undertook, in 
most cases, the sale of controlled articles also to non¬ 
members, who, however, were not entitled to bonus on 
purchases. It obtains funds from members’ share capital 

and by loans from the central co-operative banks or 
from depositors. 

The wholesale co-operative store is meant to provide 
the requirements of the primary stores in the district, 
which is its area of operations. It includes, as members, 
not only the primary stores but also other co-operative 
institutions in the district, besides a limited number of 
individuals. It stocks in advance goods which it buys 
in bulk in the cheapest markets, and sells them whole¬ 
sale and for cash to the primary stores, as and when 
required. Under the system of war-time and post-war 
controls, it was recognised by the Government as a 
wholesale dealer, authorised to distribute wholesale 
controlled articles, like grains, sugar and kerosene oil to 
the primary stores and even private traders, and to act 
m select areas, as Government agents for procurement 
of grains. It is a special feature of Madras, where there 
IS a wholesale co-operative store in nearly every district 
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The co-operative stores were the first non-credit 
societies to be organised in India, and the first co-opera¬ 
tive store to be started in Madras is the well-known 
Triplicane Urban Co-operative Society, commonly 
known as the T. U. C. S., which was founded in 1905. 
The stores movement received a great impetus from the 
conditions of scarcity in respect of food and other 
consumer goods which prevailed during the second 
World War, its development in Madras being more 
marked than in other provinces. There were 3,539 
co-operative stores in British India in 1943-4, and 1,351 
including 21 wholesale co-operative stores in Madras in 
1945-6. Though, with the return of normal conditions 
after the war, there are signs of a slight setback, the 
permanence of the movement is no longer in doubt. 

Another class of consumers’ society is the co-opera¬ 
tive housing society, which seeks to provide its members 
with houses. It is of two types. The first type is the 
society which lends to members for the construction of 
houses, for periods up to twenty years, out of funds 
borrowed from the Government. In 1944-45, there were 
112 such societies in Madras, with a membership of 3,892 
and a paid-up share capital of Rs. 6,88,000. The 
second type of housing society is based on a co-partner¬ 
ship system of two kinds, which may be described as 
co-partnership hire-purchase system and co-partnership 
tenancy system respectively. There are in Bombay 114 
such societies, working on co-partnership of one kind 

or the other. 
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Consumers’ co-operative societies include also 
co-operative insurance societies. Most of the co-opera¬ 
tive insurance societies that exist in the country are life 
insurance societies, in which every policy-holder is 
enrolled as a share-holder. The Bombay Co-operative 
Insurance Society is notable for its large volume of 
business. Some cattle insurance societies, which had 
been started, failed, while crop insurance societies do 
not seem to be practicable, given the peculiarly uncer¬ 
tain conditions of Indian agriculture. A beginning has 
been made recently in Madras in branches other than 
life insurance by the organisation of a fire insurance 
society and a motor vehicles insurance society. 


Producers* 

Societies 


The producers’ co-operative societies are mainly the 
marketing societies, the sugar-cane growers’ societies, 
the milk supply societies, the land colonisation societies, 
the societies for the consolidation of holdings and the 
cottage industries societies. The co-operative marketing 

society arranges for the efficient mar¬ 
keting of the members’ produce so as 
to secure the most favourable price. 
It has made considerable progress in many parts of 
India. There were, for example, 181 marketing societies 
in Madras in 1944-5, 142 in Bombay in 1942-3, and 116 
marketing unions in the United Provinces in 1942—3. 
These three provinces have also provincial marketing 
federations which help the affiliated marketing societies 
to find better markets for their produce. 

The sugar-cane growers’ co-operative society takes 
up the marketing of sugar-cane on behalf of its members. 
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It also helps them with credit, usually in the shape of 
seeds, manures and implements and with facilities, such 
as improved cart-tracks, medical assistance etc. While 
there are a few such societies in Madras, Orissa and 
Baroda, the bulk of them are found in Bengal, where 
there are 148, and in the United Provinces, where, in 
1942-3, there were 1,117 societies with 86 central cane 
unions. In the latter province, they play a very import¬ 
ant role in the life of the agriculturists, being assisted by 
special statutory aids under the Sugar Factories’ Control 
Act of 1938. 

The milk supply society, which consists of pro¬ 
ducers of milk, gives the members loans and advances 
for the purchase of cows and cattle-feeds, guarantees the 
purchase of their entire milk supply at a fair price and, 
in some cases, provides veterinary aid, facilities for 
salvaging dry-cows, etc. It may undertake both produc¬ 
tion and distribution of milk, but in big towns the 
distribution of milk is in the hands of co-operative milk 
supply unions into which the milk supply societies are 
federated. There are 368 milk supply societies and 
24 milk unions, the largest milk unions being found 
in Calcutta, Lucknow and Madras. 

The land colonisation societies were first started to 
settle the toddy-tappers, who were thrown out of employ¬ 
ment by the introduction of prohibition in the Salem 
district in 1937. They have since been organised also 
for the benefit of landless labourers, chiefly of the 
scheduled classes, and of ex-soldiers. The land belongs 
to the societies to which it has been alienated by the 


105 


Government. The members hold their plots and house- 
sites as occupancy tenants. Precaution is taken to 
prevent subdivision and fragmentation of holdings. 
There are in Madras 26 land colonisation co-operative 
societies, with 3000 members and 12,000 acres of land. 

Organised for rectifying subdivision and fragment¬ 
ation of land, which is a major evil of Indian agriculture, 
the society for the consolidation of holdings has, for its 
main object, the securing of a compact and economic 
holding for each member. It has worked very success¬ 
fully in the Punjab, where there are 1,874 such societies, 
with a total membership of 2,40,847. 

Though there are a few instances of successful large- 
scale co-operative industrial enterprises as, for example, 
the co-operative sugar factory at Ettikopakka in the 
Madras province, co-operative societies have been 
particularly useful in the sphere of cottage industries, 
such as the manufacture of leather goods, metal-ware, 
coir goods, pottery, cigars, matches, toys etc. In hand- 
loom weaving, they have developed to a much larger 
extent than in any other cottage industry. In Bombay, 
there are nine district industrial associations W'hich 
supply raw materials and equipment to weavers’ 
co-operative societies and also market their finished 
products. In Madras, the Madras Provincial Hand- 
loom Weavers’ Society, which performs similar functions, 
has, as members, 336 societies and 758 individuals, and 
controls 40,000 active looms, besides maintaining five 
dyeing factories, three handloora factories, one screen 
printing factory and one block printing factory. 
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In addition to the co-operative institutions directly 
concerned with the economic side of life in one way or 
another, there are others dealing with the moral and 
social side. The chief societies of this kind are the 
better living co-operative societies and the health and 
medical co-operative societies. Of the former there 
are 3,947 in the United Provinces, 2,097 in the Punjab and 
502 in Bengal. They aim at improving the moral 
condition of the members, assisting the education of 
their children, inculcating habits of thrift and eradicating 
undesirable social customs, with remarkable results in 
some cases. Out of a total of 1,169 health and medical 
co-operative societies in India, 1,052 are in Bengal and 
106 in the Punjab. They seek to improve the health of 
the members and their dependents by advice and 
propaganda as well as by medical aid, usually in 
dispensaries maintained by them. 

There has been, of late, a growing tendency in 
favour of converting the rural credit society into a 
multi-purpose society. The Madras Committee on 
Co-operation has laid great stress on the advantages of 
doing so. The Reserve Bank of India has also recom¬ 
mended the step. In spite of some doubts expressed 
on the advisability of this development by the Registrars’ 
Conference (1939), a beginning has already been made 
in this direction, particularly in Bombay and the United 
Provinces. 

A peculiar feature of the co-operative movement in 
India is the part played by the Government in its origin 
and growth. Without unduly interfering with the move- 
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meat, the Government has acted as its friend, philosopher 
and guide. While the ideal is that co-operation should 
be a spontaneous popular growth independent ot the 
Government, state assistance has been necessary in 
India owing to the widespread ignorance of the masses, 
the long tradition of state intervention and the urgency 
of the problem of rural credit. It has taken various- 
forms, such as fiscal and judicial concessions, financial 
help and co-operative education. It is felt, however, 
that the Government exercises, through the Registrars, 
a rather too rigid control over the movement and that 
the future development should proceed in the direction 
of making the movement more self-dependent and 
democratic as quickly as practicable. 

The co-operative movement has brought real advan¬ 
tages in both credit and non-credit spheres, though it 
must be admitted that the benefits have been only on 
a very small scale. As has been rightly observed, “all 
that has been done amounts only to a scratching of the 
surface.” Unlike in Germany or Ireland, co-operation 
has not been a great moral force in India nor has it 
become a way of life, as in Denmark. It has remained,, 
on the whole, a governmental agency mainly for dispen¬ 
sing cheap credit. While due recognition must be given 
to the good results achieved so far, especially in the 
peculiar conditions prevailing in India, one cannot 
forget that there is much leeway to be covered in impro¬ 
ving the quality of the movement no less than in exten¬ 
ding it to the vast millions who badly need its services. 



Chapter VIII 

Land Tenures 

The system of landholding, which prevailed in India 
from very early times, was one in which the cultivators 
enjoyed full proprietary rights over the land so long as 
they paid the share of the produce due to the state. 
That share, according to the Laws of Manu, was one- 

sixth of the gross produce, and was 
^Yenures**^ Collected in kind. It was later on 

commuted into money through the 
efforts of the Institutes of Timur, Sher Shah and, above 
all, Akbar. Todar Mai, Akbar’s able finance minister, 
undertook a detailed and scientific investigation, on the 
basis of which the Government’s share was fixed at 
one-third of the gross produce, payable in cash at the 
option of the cultivators. A similar movement took 
place in the Deccan, especially with the introduction of 
the ain or essential rate, which was one-third of the cash 
value of the gross produce, under Malik Amber of 
Ahmednagar. On the basis of this rate, the Marathas 
worked out the kamal or*maximum rate payable by the 
best lands. 

In course of time, other kinds of tenure made their 
appearance as a result of various factors and in different 
ways. Summing up the process by which they came into 
being, Baden-Powell says: “ Indian tenures are largely the 
results of changes and growths, the fruit of the wars 
and incursions, tribal and local conquests or usurpations. 
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and of the rise and fall of ruling families ; the right by 
conquest or ‘ birthright ’ supervenes upon the right by 
‘first clearing’! ” The main types of tenure thus evolved 
are ; the Zamindari and other forms of landlord tenure, 
the Joint village or Mahalwari tenure, and the Ryotwari 
tenure. 


During the period of decline of the Mogul Empire, 
revenue farming was introduced in order to ensure a 
steady flow of income into the central treasury. Under 
this system, which was fairly general in Bengal from the 
reign of Emperor Farukhsiyar (1713—19), the revenue 


The Zamindari 
System 


farmer, who was appointed to collect 
revenue on behalf of the Government, 
paid to it nine-tenths of the amount 


collected, keeping the remainder as his income. Later, 
the right to collect revenue was auctioned to the highest 
bidder, who paid into the treasury a lump sum and made 
a profit for himself by squeezing out as much as he could 
from the cultivators. The revenue farmers were, in some 
cases, Hindu chieftains or rajahs who had been subdued 
by Mogul arms. With the progressive weakening of the 
imperial power, the revenue farmer had an opportunity 
of improving and consolidating his position. He 
brought under cultivation the waste land which he added 
to his sir (own) land and further increased his holding 
by buying out small cultivators. Gradually he claimed 
rights of full proprietorship, besides making himself 
hereditary. This development in Bengal and in the 
Mogul empire generally soon spread, for similar 
reasons, to other parts of the country, including the 
Deccan, though its extent and results were not uniform 
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everywhere. On the advent of the British rule, the 
Zamindars, as the revenue farmers were known, occupied 
a position which is described by Roberts as follows. 
“ The Zamindari which was originally a hereditary 
contract agency for the collection of revenue became 
something resembling a landlord estate. 

When the East India Company obtained the 
Diwani in 1765, it continued to collect revenue 
through the Zamindars. But the system proved 
unsatisfactory, as it tended in practice to be extremely 
oppressive on the cultivators, especially after the intro¬ 
duction of Clive's dual system of government. Thereupon, 
under instructions from the Court of Directors, Warren 
Hastings adopted a new system in which the collection 
of revenue was auctioned, at first on a quinquennial, 
and later on an annual basis, to the highest bidders, 
setting aside the existing Zamindars and encouraging 
capitalists and speculators. It only made matters worse. 
In order to set them right. Lord Cornwallis introduced 
the Permanent Settlement in Bengal in 1793. It had 
two main features. In the first place, the Zamindars 
were declared full proprietors of the area in which they 
operated, subject to the payment of land revenue and 
the right of the Government to adopt any measures 
deemed necessary “ for the protection and welfare of 
the dependent taluqdars, ryots and other cultivators ol 
the soil." Secondly, the assessment was fixed, once lor 

all, at a lump sum calculated on the basis of 1? of the 
rent received by the Zamindars from the ryots at that 
time The Permanent Settlement had certain undoubted 
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•merits. It ensured a fixed revenue to the state, secured 
the allegiance of the Zamindars to the British and paved 
the way for agricultural prosperity by inducing perma¬ 
nent improvements in the land. On the other hand, it 
had also serious defects, of which the most fundamental 
was that it turned into proprietors persons who, with 
the exception of a few rajahs and chieftains, had been 
mere farmers of revenue. 

While the Zamindars were elevated to the status of 

proprietors, the original owners of land were degraded 

into the position of tenants holding land under the 

Zamindar and paying him rent. There was also another 

development characteristic of Bengal. It was a process 

of subinfeudation, by which the Zamindars of large 

estates gave a part of them on a permanent lease to 

tenure-holders, known as Patindars, in return for a fixed 
annual rent. 


The Zamindari system of Bengal was extended also 
to parts of Bihar, Orissa and Madras. 


Akin to the Zamindars of Bengal were the Taluq- 
dars of Oudh who, like the former, had been originally 
revenue farmers. They were dispossessed rajahs 
military officers, bankers and capitalists who were 
entrusted by the rulers of Oudh with the collection of 


Taluqdars and of time, they 

Maigazars Claimed rights of proprietorship and 

under the Oudh settlement, they were 

recognised as landlords. But their land revenue was not 
fired permanently but liable to revision periodically. 
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Moreover, the village communities subject to them, 
had their rights protected by law, the amount due from 
the taluqdars to the Government as well as the amount 
due from the village communities to the taluqdars being 
fixed, in some cases, at the time of the settlement. 

In some parts of Agra, certain territorial magnates, 
who had (been revenue farmers and had gradually 
attained landlord status under the kingdom of Oudh, 
were granted rights of overlordship over the estates 
which they claimed as their own. The settlement was 
made, however, directly with the village communities as 
with actual proprietors, but a higher land revenue was 
charged on them in order to pay the overlord a taluqdari 
allowance of 10^ of the land revenue, the payment being 
made direct from the Government treasury. 

In the Central Provinces, the Malguzars and Patels, 
employed by the Maratha rulers to collect land revenue 
from the villages, had eventually made themselves land¬ 
lords. Their claims to proprietorship were recognised 
by the British, but the revenue was not permanently 
settled, and the ryots were given greater protection. 

The joint village or Mahalwari tenure is one in 
which a body of co-sharing families, usually of common 
descent, claims joint ownership of an entire village area. 

It is found generally in the United Provinces and in the 
Punjab and, in,a slightly modified form, also in the 

Central Provinces. It came into exis- 
The Mahalwari tcnce in one or other of three different 

System United Provinces, former 

ruling chiefs, grantees and revenue farmers acquired 
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rights of proprietorship, the present co-sharing families 
being descendants of any one such chief, grantee or 
revenue farmer. In some parts of the United Provinces 
and the frontier districts of the Punjab, the proprietary 
rights were exercised by an immigrant or conquering 
group from whom the present co-sharing families are 
descended. In the central districts of the Punjab, groups 
of colonists established joint rights over the village area, 
which have been inherited by their successors. The 
sharing of the revenue burden and the produce or 
profits of the land is done, in what are called the 
ancestral villages, on the basis of the share due to each 
family, according to its place in the genealogical tree, 
and, in the non-ancestral villages, on the bfiaiachara or 
de facto holding principle. The proprietary rights of the 
village communities are, in some cases, as in Oudh and 
Agra, subject to the superior overlordship of taluqdars. 
In the Punjab villages which emerged from the activity 
of colonising groups, the co-sharers do the work them¬ 
selves, for the most part. But in those parts of the 
Punjab and in the United Provinces where the co-shar¬ 
ing families belong to a superior or military caste, which 
considers work on the land as derogatory, cultivation is 
carried on by tenants. The tenancy problem is, therefore, 

of a greater magnitude in the United Provinces than 
in the Punjab. 

In the Ryotwari system, the Government deals 
directly with the landholders, there being no inter¬ 
mediaries, such as Zamindars and taluqdars. The ryot¬ 
wari tenure prevailed all over the country before the 

8 
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introduction of the Zamindari and other landlord 

tenures, but now it is restricted only 
certain regions, being found largely 
in Madras, Bombay, Berar and 
Central India. In Madras, under instructions from the 

Court of Directors, an attempt was made to create, in 
the ryotwari^tracts, intermediaries between the Govern¬ 
ment and the peasants, as in Bengal, by grouping villages 
together and selling them by auction to the highest 
bidders, who were to be granted Zamindari rights. But 
the experiment failed, resulting in the retention of the 
ryotwari system which was favoured by the officials, 
particularly by Munro who did more than any one else 
to advocate and develop it. In Bombay, the British 
decided to give up the farming system which had grown 
up in the Deccan under the Peshwas and revert to the 
system that had prevailed under Nana Farnavis. After 
trying various experiments and proposals which ended 
in failure, they eventually adopted the ryotwari system. 

Along with the adoption of the- various tenures, the 
settlement of revenue was also made. The settlement 
is of two kinds : permanent and temporary, according 
as the revenue due to the Government is fixed in 
perpetuity or liable to revision periodically. The idea 

of determining permanently the revenue 
due to the state was first mooted by 
Francis and later adopted by Fox in 
his India Bill. It was recommended by the Court of 
Directors in 1785 for adoption in India and finally 


The PermaneDt 
Settlement 
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carried into etfect by Lord Cornwallis in 1793 in 
Bengal. The land revenue due from most Zamindars 
in Bengal was fixed permanently at ten-elevenths of the 
rent received by them from the tenants at that time. 
The assessment thus made was declared unalterable for 
ever, and the Government specifically undertook not to 
make any claim on the Zamindars or their successors 
“ for augmentation of the public assessment in conse¬ 
quence of the improvement of their respective estates.” 
In 1795, the Permanent Settlement was extended to 
Benares where, overlooking the existence of landlord 
villages, the revenue was fixed permanently with one of 
the chief co-sharers or some other prominent person. 
Shortly after, by Regulation XXV of 1802, the system 
was introduced in north Madras and in certain parts of 
south Madras where there were individual landlords, 
mostly descendants of former ruling chiefs, the settle¬ 
ment being made with them. The extension of the 
Permanent Settlement to the rest of India was advocated 
by Wellesley, Minto, Hastings, Bentinck and Munro, 
but the Directors of the East India Company were 
against it. It was again recommended by Lord 
Canning, on the advice of Colonel Baird-Smith who saw 
in it a remedy against famine, but no action was taken, 
until it was finally dropped by Lord Kimberley in 1883. 

The temporary settlement was made with the 
remaining Zamindars in Bengal, and, elsewhere, with 
the taluqdars and other landlords as well as the village 
communities and ryotwari holders. The period of 
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settlement is 30 years in Bombay, Madras and the 

United Provinces, 20 in the Central 
Provinces and 40 in the Punjab. 
On the basis of inquiries made in 
the North-Western Provinces (later called the United 
Provinces of Agra and Oudh), Regulation 7 of 1882 
was passed, dealing with the question of settlement 
here as well as in Orissa, and, together with amend¬ 
ments made later, it became the basis of all subsequent 
temporary settlements with landlords or village commu¬ 
nities, or raahalwari settlements as they are called. As 
regards the settlement with the landlords, like taluqdars 
and malguzars, the revenue due from each was deter¬ 
mined on the basis of the aggregate of the rents 
leviable on each village in his estate, and, in some cases, 
the rent due to the landlord from the tenants was also 
hxed by a ‘‘sub-settlement.” Where there were no 
landlords, the settlement was made directly with the 
village community in its collective capacity, a co-sharer 
of good standing being chosen, as a rule to shoulder 
the primary responsibility for the payment of land 
revenue and to sign the settlement on behalf of all 
the co-sharers who were jointly and severally responsible 
for it. Taking the rental value of the lands in the village 
as the basis, the assets were calculated, and a fraction, 
of the assets was fixed as the revenue. The fraction 
which was very high, over 80 per cent, at the outset, was 
successively reduced to 66 per cent in 1833 under 
Lord William Bentinck, and to about 50 per cent 
under the Saharanpur Rules of 1855, though the 
amount realised at present is less than 50 per cent. 


117 


in most cases. These general principles of assessment 
were applied in the different mahalwari settlements 
in Agra, Oudh, the Punjab and the Central Provinces, 
with local variations of detail. 

The temporary settlement in the ryolwari areas 
of Madras was introduced on the failure of the 
attempts to extend the Permanent Settlement to the 
whole province. The principles of settlement, which 
are not embodied in any statute, are derived from 
the relevant instructions. After an accurate survey 
of each village, the lands are classified into various 
tarams according to their productive capacity, with 
an appropriate rate of assessment for each taram. 

In Bombay, Pringle undertook a survey of the 
ryotwari tracts in 1825 and worked out an assessment, 
which proved unsuitable. The task of preparing a 
settlement, suited to the conditions of the Bombay 
presidency, was then entrusted to two officials, Mr. 
Goldsmith and Lieutenant Wingate, with whom Captain 
Davidson collaborated at a later stage. In their joint 
report, issued in 1847, they laid down the principles 
on which the present revenue system of Bombay rests. 
Unlike in Madras, the assessment in Bombay is based 
^ not on the net produce but on rental value which 
is defined as “ the consideration (including premia, 
if any, or any sum of money paid or promised, or 
a share of crops, or service, or any other thing of 
value rendered periodically or on specified occasions) 
tor which land is or could be leased for a period of 
one year for its most advantageous use,” and the 
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revenue due on each particular piece of land is fixed 
with reference to the “ standard rate ”, which is the 
normal rate of revenue chargeable on land of that 
class. Unlike Madras, Bombay has a Land Revenue 
Code regulating all matters connected with settlement. 

In course of time, there arose a need for safeguard¬ 
ing the rights of the tenants who had been originally 
landowners. In fulfilment of that need, a body of 
tenancy laws grew up in the different provinces. In 
Bengal, the Rent Act of 1859 .and the Tenancy Act 

of 1885 made a distinction between 
occupancy and non-occupancy ryots 
and conferred certain rights on the former. An occup- 
pancy ryot was defined as one who had held land in a 
village continuously for twelve years. He could not be 
evicted from his holding, except for arrears of rent, 
through a civil court, nor could his rent be increased 
save under prescribed conditions. Further, he was 
granted, under the Act of 1885, the right to mortgage or 
sublet his holding for a period not exceeding nine years. 
As nothing definite was said in the Acts about his right 
to transfer the land, the Zamindar used to exact a 
heavy transfer fee, known as salami, whenever the land 
was transferred. By the Tenancy Acts of 1928 and 1938, 
the occupancy tenant was allowed to transfer his holding 
free of any transfer* fee. Moreover, by the latter Act the 
Zamindar’s rights were curtailed in several directions, 
and this started a violent controversy, in the course of 
which the abolition of the whole Zamindari system came 

up for public discussion. 
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In Agra, tenants were granted occupancy rights in 
1859, on the basis of continuous holding of land in a 
village for twelve years. But the landlords tried to 
prevent them from acquiring such rights by dislodging 
them before the completion of the twelve-year period, 
through enhancement of rents and other devices. In 
order to protect the tenants against these attempts, the 
tenancy law was suitably amended in 1901. The 
Tenancy Act of 1926 granted the non-occupancy tenants 
life tenure, together with the right to their heirs to 
remain on the land for a further period of five years. 
It also laid down that their rents could be increased 
only at intervals of twenty years. 

In Oudh, the occupancy right was given by the 
Oudh Rent Act of 1886 to tenants who had been for¬ 
merly proprietors and who still kept their holdings. It 
was later extended to such of those tenants as had parted 
with their holdings by sale or execution. Amending 
Acts, passed in 1921 and 1926, secured for the non-occup¬ 
ancy tenants the same privileges as in Agra, except that 
their rents could be enhanced at intervals of ten years. 

An Act, consolidating and amending all the tenancy 
laws of Agra and Oudh, was passed in 1939 in the 
United Provinces, in the teeth of great opposition from 
the landlords. This Act, -known as the United Provinces 
Tenancy Act, 1939, recognised for the first time heritable 
tenants’ rights on the sir land of the taluqdar. It limited 
the maximum area of sir land which a landlord could 
cultivate with tenants at will to fifty acres. It laid down 
not only that landlords could revise rents only at inter- 
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vals of twenty years but also that they should suspend 
or remit rents during periods of slump or natural 
calamities. Moreover, it stipulated that rents prevailing 
in 1939 should be reduced, within five years, to their 
level between 1896 and 1905, and that the rate ofinterest 
on arrears of rent should not exceed 6} per cent. 

Under the Rent Act of 1859 and the Tenancy Act 
of 1885 of Bengal, the occupancy ryots in Bihar and 
Orissa enjoyed fixity of tenure and some protection 
from enhancement of rents. But the Zaraindars imposed 
on them abwahs or illegal cesses, uazarana for transfer of 
land, and higher rents. By the Bihar#Tenancy Act of 
1938 abwabs were declared illegal, occupancy ryots were 
given heritable rights, including the right to dig wells, 
construct houses, etc., and rents were to be reduced to 
their level in 1911. The Zamindar could no longer 
claim damages for arrears of rent, nor charge interest on^ 
such arrears at more than 6.1 per cent. In Orissa, under 
the Tenancy Amendment Act of 1938, illegal cesses were 
abolished, and occupancy tenants could transfer land 
with payment of transfer fees to the Zamindar. The 
Madras Estates Land (Orissa Amendment) Bill, which 
sought to make a drastic cut in the rents due from the 
ryots by proposing “ to substitute ryotwari assessment, 
with increase up to two annas in the rupee, instead of 
the full half of gross produce paid to Zamindars by the 
ryot ” failed to become law, owing to the fierce opposi¬ 
tion of the Zamindars. 

The tenants in the Central Provinces fall into three 
main classes. The first consists of the absolute occup- 
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ancy tenants, with rights which are heritable and 
transferable, subject to the right of pre-emption of the 
malguzar. Their rents, which are fixed by the Settlement 
Officer, cannot be increased during the currency of a 
settlement. The second class is made up of occupancy 
tenants, with heritable right of occupation and only a 
limited right of transfer, their rents being liable to 
enhancement by the landlord once in ten years. The 
tenants-at-will, working on the sir or private lands of 
the malguzars, constitute the last class. The Central 
Provinces Tenancy Act of 1920 extended the rights 
belonging to the second class of tenants to all those 
tenants who did not enjoy such rights, with the exception 
of those on the malguzar’s private lands. 

The Estates Land Act was passed in 1908 in Madras, 
to regulate the relations between the Zamindars and 
ryots in the Zamindari tracts of the province. The 
Act provided for a permanent and heritable right of 
occupancy to all ryots who held ryoti land at the time 

Abolition of the the passing of the Act or acquired 
Zamindari system Subsequently. The Madras Estates 

Land Act Enquiry Committee, called 
after its chairman the Prakasam Committee, which was 

appointed by the Congress ministry in 1937 to inquire 
into the conditions in the Zamindari areas, submitted a 
report, recommending the enactment of a law which 
would declare that the ryot had the right to the soil, the 
Zamindar’s right being limited to the standing crops up 
to the amount of the rent due to him, and fix the rent 
payable by the ryot to the Zamindar unalterably at the 
level of 1802, when the peishkash payable by the 
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Zamindar to the Government was determined. Tho 
Committee’s recommendation raised much controversy, 
and no action was taken on it, as, meanwhile, the 
Congress ministry went out of office. 


Similar views were also expressed by the Land 
Revenue Commission of Bengal. The Commission 
was appointed in 1938, under the chairmanship of 
Sir Francis Floud, to examine the existing land revenue 
system of Bengal and to report on the feasibility of 
measures to bring actual cultivators into direct relation 
with the Government. It recommended, by a majority, 
(1) that the Zamindari system and the Permanent 
Settlement should be abolished and replaced by the 
ryotwari system (2) that along with the Zamindars 
all grades of tenure-holders should be removed (3) that 
payment of compensation to the Zamindars should 
be obligatory at a flat rate of 10 or 12 or 15 times 
the net profits and made preferably in cash and (4) that 
fishery and mineral rights should also be acquired 
by the state. On the publication of the Commission's 
report, there was much public discussion of the problem 
of the abolition of the Zamindari system, but the whole 
question had to be shelved owing to the fall of the 
Huq ministry. 


Since Independence, a new impetus has been given 
to tenancy legislation and the abolition of the Zamindari 
system. The tenancy laws in the various states have 
been revised, with a view not only to give the tenants 
the benefits of fixity of tenure and fair rents but also 
to enable them to acquire land ownership^ The 
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“protected'’ tenants of Bombay and Hyderabad are 
granted the right to purchase their holdings at fair 
prices, fixed by the Agricultural Lands Tribunals, 
appointed for the purpose, provided the total holding 
of the landlord is not thereby diminished below, nor 
that of the tenant increased above, 50 acres. The 
tenants of Saurashtra are also given a similar right, 
the limit of the holding being 80 acres. Measures 
of this kind have also been passed in Uttar Pradesh, 
Madhya Pradesh and Madhya Bharat. In Mysore, 
the Committee for the Revision of the Land Revenue 
System (1950) has recommended the grant of first 
preference to the tenants to purchase the land, when 
the landlord wishes to sell it, besides fixing the rent 
and the minimum period of lease and prohibiting 
sub-letting. These measures, though helpful, were 
only palliatives, and the real solution lay in the 
abolition of the Zamindari system. Laws abolishing 
the Zamindari system and establishing the ryotwari 
system instead have been passed in several states. 
They are the Estates Act, 1948, and the Land Reforms 
Act, 1950 in Bihar, the Abolition of Zamindari and 
Land Reforms Act, 1951, in Uttar Pradesh, the Aboli¬ 
tion of Proprietary Rights Act, 1950, in Madhya 
Pradesh, the Orissa Estates Abolition Act, 1951, the 
Madras Estates (Abolition and Conversion into Ryot¬ 
wari) Act, 1948. Similar laws are under consideration in 
the other states concerned. The principal features of all 
these laws are (1) that the Zamindari system is abandon¬ 
ed (2) that, in its place, the ryotwari system is established 
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(3) that the dispossessed Zamindars are paid com¬ 
pensation, the rate of compensation varying in each 
state and (4) that the rent due from the ryots is reduced 
to the level of the other ryotwari areas. The Uttar 
Pradesh Abolition of Zamindari and Land Reforms 
Act contains certain special features which deserve 
attention. Apart from providing for compensation to 
the Zamindars at 8 times their net assets and, in 
the case of the smaller Zamindars paying below 
Rs. 5000 as a land revenue, rehabilitation grant 
ranging from 2 to 20 times their net assets, the Act 
seeks to overcome financial and legal difficulties by 
establishing the Zamindari Abolition Fund. The 
tenants are to make a voluntary contribution to 
that fund at ten times their rent, and they become, in 
return, bhuniichrs enjoying a transferable right to their 
holdings and a reduction of land revenue by 
50^^'. Partition of holdings, which would result 
in uneconomic holdings, is prohibited, and, at the 
same time, the creation of large holdings is prevented 
by laying down that no person shall, in future, be 
permitted to acquire, by sale or gift, a holding of more 
than 30 acres, except in very special circumstances. 
Facilities and concessions are also provided for the 
rapid growth of co-operative farming, to which great 
importance is attached. 


With the problem of the landlord-tenant relations in 
the Zamindari areas thus being settled by the abolition of 
the Zamindari system, there still remains to be tackled 
a similar problem in the ryotwari tracts. This problem 
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has been aggravated, in recent years, by several factors, 

such as unsatisfactory conditions of 
fh““Ryotwari'*a“as tenure, growing consciousness of their 

rights on the part of the masses and 
interested political propaganda. In these circumstances, 
measures of tenancy reform have become inevitable. An 
important measure of the kind, adopted in Madras, is the 
Tanjore Tenants and Pannaiyals (Protection) Act, 1952. 
Originally limited in its application to the Tanjore 
district, it has since been extended to a portion of the 
South Arcot district. It seeks to give both tenants and 
pannaiyals a twofold benefit : security of tenure and 
reasonable reward for their services. The tenant is to 
have security of tenure for five years from the agricultu¬ 
ral year 1952-53, and the rent due from him is fixed at 
I of the produce, or its eash value, after allowing for 
necessary expenses. The pannaiyal is protected against 
unjust dismisal, and his wages and customary remunera¬ 
tion are fixed in two different ways, of which he can 
choose one or the other at his option. 



Chapter IX 
The Industrial Transition 


I 


Although India has remained all along a predomi¬ 
nantly agricultural country, she has not been without 
her industries. The ancient industries, which were of 
great antiquity, fell broadly into two groups ; the rural 
and the urban. The former comprised a number of 

trades connected with agriculture and 
Andent Industries : village Hfe.^ They were trades carried 

Rural Xffades ® 

on by artisans, like the blacksmith, the 
carpenter, the potter, the tanner, the weaver, the dyer, 
etc. Besides the artisans, there were others who rendered 
essential services, such as the watchman, the scavenger, 
.etc. The rights and privileges as well as the duties and 
obligations of the artisans and village servants were 
determined by their respective status in the-social 
hierarchy and by customary rules and practices. They 
worked by hand and knew hardly any organisation. 


The urban group consisted of the handicrafts which 
produced mostly fine quality goods, such as muslins, 
silks, woollens, etc.^ These goods catered to the needs 


of the wealthy classes in India and enjoyed a good 
market in Europe, where they were much appreciated. 


Urban handicrafts 


The craftsmen who produced them 
worked by hand, like the rural artisans, 


but they were far more skilled. Moreover, they were 
well organised in gilds similar to the medieval gilds of 
Europe. Unlike the rural trades, the urban handicrafts 

L^^Ch. 1 2. Ch. 10 
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were not diffused all over the land, but concentrated in 

important centres like Dacca, Kashmir, Amritsar, 

Murshidabad, Benares, Poona, Madura, Ahmedabad, 

etc. Their localisation in this manner was the result of 

historical, political, commercial or other factors. It led, 

in some cases, to excessive dependence on the local 

demand, which eventually proved dangerous to the 

industry owing to the collapse of the demand due to 

political or other changes. There was also some division 

of labour in these handicrafts, but not to any minute 
degree. 


In course of time, and especially in the nineteenth 
century, a change came over both classes of industries. 
The village crafts were tending to be governed less by 
custom and tradition and to be influenced more by 
freedom and competition. In the new set of conditions 

DecUne of Ancient developed, they declined and the 

industries ccononuc position of the artisans 

honHV deteriorated. Similarly, the urban 

andicrafts were faced with circumstances entirely 

fferent from those which had ensured their prosperit^ 

therebVJherh'^ numerous difficulties caused 

thereby, they began to decay. The decadence of the 

wo groups of industries was brought about not only 

trade within the group, but also by general causes which 

the latter, the more important were the development of 

ch^p^machinr transport, the competition of 
Cheap machine-made goods from abroad, the influence 

of political and social change, and the » decadence ”Tf 
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the peasant handicrafts and the general vitiation of 
public taste which occurred throughout the world. 


While the decline of the old handicraft industries 
constituted one part of the industrial transition, the rise 
of modern large-scale industries formed the other. 
Some of the latter, like the plantation industries, the 
cotton-mill industry, the jute industry, etc., were 


Rise of Modern 
Industry 


organised about the middle of the 
nineteenth century, while others, like 
the iron and steel industry, the chemi¬ 


cal industry etc., were started recently in the present 


century. Up to 1914, the then existing large-scale indus 


tries made satisfactory progress, notwithstanding 


occasional difficulties of one kind or another. Since 


then, those industries, together with the new ones,, 
expanded rapidly under the stimulus given by the two 
World Wars and by the policy of assistance to industry 
through protective tariffs and other means. As a result, 
India has now several well-established large-scale 


industries. 


The growth of industry may be assessed by the two 
tests which are generally used for the purpose. They 
are : the statistics of foreign trade and the growth of 
towns. Applying the first test, Morison concludes : The 


export of manufactured articles has increased more 
^ , largely than the export of raw materi- 

Tests of Industr:- , / , , , j 

alisation : Foreign als, thus showing the local devciop- 

trade ment of industries. In the import 


trade, the tendency is, as we should desire it to be, in 
the opposite direction: the import of raw materials has 
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increased to a greater degree than that of manufactured 
goods.” A similar conclusion is reached by Ranade, 
after a careful study of the exports and imports for the 
period 1879-92. Professor Kale comfirms it from an 
analysis of the export and import trade for the years 
1892-1907, saying : “The proportion of the imports of 
manufactured goods to total imports which stood at 65 
per cent in 1879 and 57 per cent in 1892, dropped to 
53 per cent in 1907, and, in the same way, the propor¬ 
tion of manufactured exports which was only 8 per cent 

in 1879 and 16 per cent in 1892, rose to 22 in 1907.” 
It may be added that the proportion of manufactured 
exports rose as a result of the first World War to 36 per 
cent in 1919, increasing still further under the impetus 
given by the second World War. Even allowing for the 
error of exaggeration, which critics, like Lord Keynes, 
find in the export and import figures, it is clear frorn 
those figures that there is an unmistakable tendency 
towards industrialisation which is steadily on the 
increase. 

^ As regards the second test. Dr. Clapham observes ■ 
The best general test of the industrialisation of a 
nation’s life under modern conditions is the rate and 
character of the growth of its towns.” Two kinds of 
influences have been at work in India, one favouring 

Growth of Towns growth of towns and the other 

causing their decay. The chief factors 
helping the growth of towns in number and size are 

railways and navigation, new industries, famines, the 

rise of a class of landless labourers in the villages, the 

attractions of urban life, administrative centralisation 

9 
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and facilities for higher education. Railways and 
navigation have developed new centres of trade, in 
addition to increasing, in some cases, the importance of 
the old centres. New towns have sprung out of former 
villages and old towns have grown bigger as a result of 
the development of modern industries. An outstanding 
example of an entirely new town built up by modern 
industry in an obscure jungle village is Jamshedpur. 
The population of towns has often increased through 
the influx of people from famine-stricken areas, land¬ 
less labourers in search of a living, wealthy persons 
desirous of enjoying the amenities of urban life, and 
parents eager for the higher education of their children. 
The setting up of administrative offices has also led to the 
concentration of population in towns, swelling their size 
and importance. It must be noted that the increase of 
urban population is, to some extent, temporary, as some 
people who move into the towns, especially those from 
famine areas, are not permanent settlers. It must also 
be pointed outthati in most cases, urbanisation is caused 
not by a single factor but by several factors acting in 
combination, though in different proportions. More¬ 
over, the number of towns which have grown exclusively 


or predominantly as a result of the development of 


industry is small as compared with those which have 


grown as a result of the expansion of trade. 


Side by side with the growth of towns, there has 
been taking place also the decay of towns. The chief 
causes of the latter are changes in regional values and 
diversion of trade routes, the decline of the urban 
handicrafts, and epidemics like plague, cholera, etc. 
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With the construction of railways, there was a diversion 
of some of the old trade routes, and consequently some 
towns and regions lost their former commercial impor¬ 
tance, as, for example, Mirzapur on the Ganges, Patna, 
Saugor etc. The decay of the handicrafts brought 
about the decline of the cities where they had been 
centred. Leading and populous cities, like Dacca 
Murshidabad, Tanjore, Gaya, Benares etc., diminished 
in population and prestige. Epidemics also tended to 
depopulate cities, though only temporarily. 


Although the growth of towns on the one hand has 
been largely offset by the decay of towns on the other 
there has been, on balance, a net increase in urban 
population. But the increase has been small and slow 
as revealed by the following fign„s which give 2 
proportion of urban population to the total: 


1872 

1881 

1891 

1901 

1911 

1921 

1931 

1941 


8'72 per cent 
9-41 
9-46 
9-88 
9-42 
10-2 
11 

12-8 






yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


Thus, over a period of seventy years thf^ nr 

ri[.re'o“ r “““ “ 


From the evidence of both statistics of foreign trade 

s f ‘'=yrrd“b: 

at India has been progressing along the lines of 
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industrialisation slowly and on a limited scale, except 
during the two World Wars when industrial development 

gained in tempo and magnitude. But 

ReWuUon mean that there is taking 

place an Industrial Revolution in the 
country ? Surely it does. For the Industrial Revolution 
is, in essence, “ the substitution of machine power for 
hand power in many of the processes of industry. 
And the growth of industry in India, since the middle of 
the last century, has been precisely in this direction. It 
must be observed, however, that the process of industri¬ 
alisation is far from complete. Nor is it at all adequate. 
The full measure of the industrialisation of the country 
is still to be achieved. According to Morison’s classific¬ 
ation, India’s place is in the group of countries which 
have not passed through the Industrial Revolution. 
This is true in the sense that the Industrial Revolution 
in India has not been completed. However, considering 
the industrial progress on modern lines already made, 
it would seem more appropriate to classify India as a 
country which is passing through the Industrial Revolu¬ 
tion with steady purpose and determination. 


The Industrial Revolution in England, being the 
fisrt of its kind in the world, had no previous experience 
to draw upon for guidance. It was the result of English 
enterprise and capital. It struck a death-blow at the 
domestic industry, and the artisans were deprived of 

their occupation and reduced to 
A Contrast poverty. But their distress was 

only temporary, and soon overcome 
when they found employment in the new industries in 
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the towns. As these industries developed, there was 
an enormous demand for labour which was met by the 
influx of people from the countryside, with consequent 
increase of the tendency towards urbanisation. The 
Industrial Revolution ushered in an era of prosperity 
and power for England. 


On the other hand, the Industrial Revolution, 
which IS taking place in India, has the benefit of 
the industrial experience not only of England 
but also of other advanced countries, so that it can 
avoid their mistakes and profit by their successes. But, 
unlike Its English counterpart, it is the fruit not so 
rnuch of Indian as of foreign enterprise and capital, 
though, in recent years, indigenous enterprise and capital 
have tended to play a greater part. Like the English 
omestic industry, the indigenous handicrafts and cottage 
mdustnes have been adversely affected, but unlike their 
English confreres, the Indian artisans have been, in 
most cases, thrown out of their employment permanently 
and driven to seek a precarious existence on the land 
already groaning under heavy pressure. And this is 
ecause the growth of modern industry has not been 
arge or quick enough to absorb the artisans who have 
ost their old and traditional occupations. As a result 
there has been an increasing ruralisation of the economy 
so much deplored by leaders, like Ranade. However 
this tendency has been offset, to some extent, by the 

Sr “ruT'" development in recent 

."f.5”? '“‘I** i* ™ ™rked contrast with the 


Industrial Revolution in England. 


Chapter X 

The Decline of the Handicrafts 

At the beginning of the nineteenth century the 
urban industry of India consisted of various handi¬ 
crafts. They should be distinguished from the rural 
handicrafts, though the line of demarcation, in some 
cases, was not clear cut. Unlike the latter, which 
produced articles of common utility and had hardly 
any organisation, the former specialised in luxury or 
semi-luxury products for the upper classes and were 
well organised. Moreover, they were the first to suffer 
from foreign competition. 

The urban handicrafts were old industries dating 
back to very ancient times. Indian muslin of the finest 
quality, for example, was used to wrap up Egyptian 
mummies from 2000 B. C. The Greeks knew and 
appreciated Dacca muslin which they called Gangetika. 
The Romans consumed large quantities of Indian artistic 
manufactures. Acknowledging the great antiquity of 
Indian handicrafts, the Indian Industrial Commission 
(1918) wrote: “ At a time when the west of Europe, 
the birthplace of the modem industrial system, was 
inhabited by uncivilised tribes, India was famous for 
the wealth of her rulers and for the high artistic skill of 
her craftsmen. ” 

Broadly, there were two groups of urban handi¬ 
crafts — the textile and the non-textile. Chief among 
the textile handicrafts was cotton manufacture. The 
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most celebrated cotton fabric was muslin, which 
was produced at Dacca, Krishnagar, Chunderee and 

Textile Handicraft, ^as of the 

finest quality, so that a piece twenty 
yards long and one yard wide could be compressed 
and made to pass through a finger ring. Of the 
numerous tributes to its high quality, perhaps the most 
significant was the one paid unwillingly by a Manchester 
manufacturer who, in despair of producing cloth of 
a similar kind, slightingly referred to it as “ the shadow 
of a commodity.” Being a costly luxury product 
catering to the tastes of the aristocracy, its production 
was centred round royal courts as at Dacca, its pros¬ 
perity depending on the fortunes of those courts. 
Besides muslin, other fine cotton fabrics of various 
kinds were manufactured in important cities all over 
India. The best known among them were the chintzes 
of Lucknow, the dhoties and dopattas of Ahmedabad, 
the silk-bordered cloths of Nagpur, Umrer and Paoni, 
and the palampores and other quality products of 
South Indian towns, like Nellore, Rajahmundry 
Masuhpatam, Bangalore and Madura. 


Equally reputed but less widespread was silk 
mariufacture. Different kinds of silk goods were 
produced. The most famous varieties were the 

and corahs of Bengal towns, like 
Murshidabad and Maldah, the flowered brocades of 

enares Ahmedabad and other cities, and the double- 
coloured fabrics of centres, such as Poona and Yeola. 
The silk goods constituted an important element of 
the exports of the East India Company from India 
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Kashmir shawls, which were the most renowned 
artistic woollen manufactures, were produced chiefly 
in Kashmir, After 1830, when, owing to famine 
in Kashmir, many weavers migrated to the Punjab, 
the shawl manufacture was also carried on in several 
cities in that province, notably in Amritsar and 
Ludhiana. The shawls were in great demand at the 
Indian courts all over the country, and by the middle 
of the nineteenth century they became very popular 
in Europe, especially in France. The French traders, 
who were interested in the trade, gained control over 
the industry. They advanced capital to the weavers from 
whom they bought shawls, the quality of which they 
preserved by fighting against adulteration and the use 
of aniline dyes. But, during the Franco-Prussian war 
(1870-71), the French demand ceased, and it could 
not be revived after the war, owing to a change of 
fashion. This led to the collapse of the shawl industry, 
which was hastened by adulteration, use of aniline dyes, 
loss of reputation for quality due to putting inferior 
goods on the market, and competition of cheap 
imitations of shawls from abroad. 


The non-textile group consisted of handicrafts 
of all sorts—metal working, arms and shields 
manufacture, enamelled jewellery, stone carving, 
gold and silver thread work, sandalwood work, etc. 
Though they were carried on in many places throughout 

the land, certain centres stood out in 
prominent association with one or 
more of them. For example, Benares, 
Nasik, Poona, Hyderabad. Vizagapatam and Tanjore 
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were famous for brass, copper and bell-metal wares. 
Similarly, the ornamentation of arms and shields was a 
special feature of towns, like Sialkot, Kotli, Lahore etc., 
while Rajputana was noted for enamelled jewellery, 
stone carving and similar artistic work. 

The urban handicrafts, both textile and non¬ 
textile, were characterised by certain features. First 
of all, there was in each of them a considerable amount 
of division of labour. Though the division of labour 
was not of the minute kind found in modern factory 

^ industry, yet, within the limits set by 

Features . ; 

the processes and appliances used, 
it w'as applied with benefit to efficiency. Such was 
particularly the case, for example, in the gold and 
silver thread industry, in which the materials used 
had to pass through several processes at the hands of 
different sets of workmen. Secondly, there was some 
localisation of industry. Though each important 
city could boast of many handicrafts of different 
kinds, certain handicrafts were localised in some 
places owing to special causes, such as the availability 
of raw material, a long-establised tradition, a high 
level of technical skill, etc. The shawl industry of 
Kashmir, the marble work of Agra, and the manufac¬ 
ture of paithani at Yeola and of kincob at Ahmedabad 
were a few examples of localisation of the kind. Thirdly, 
the products of the handicrafts had, except in a few 
cases, a demand restricted to the place of manufacture. 
This meant a serious limitation in as much as the handi¬ 
crafts had little scope for development and were exposed 
to the danger of collapse in case of any misfortune to 
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the local market. Lastly, the handicrafts were the best 

organised industry of the time. Each handicraft had 

its guilds in the bigger cities to maintain the standard of 
workmanship and to promote the welfare of the crafts¬ 
men. The general pattern of the structure of the guilds, 
described by Birdwood, was as follows : “ Each separate 

guild is managed by a separate court of aldermen 
or mahajans, literally ‘ great gentlemen ’ Nominally it 
is composed of all the freemen of the caste, but a 
special position is allowed to ‘ seths ’, or lords, chiefs 
of the guild who, ordinaily two in number, hold their 
position by hereditary right. The only other office¬ 
bearer is the salaried clerk or ‘gumasta 

The handicrafts, which were prosperous and noted 
for high artistic excellence at the beginning of the 
nineteenth century, declined both in importance and 
in workmanship by the end of the century. Apart 
from special causes, which operated in particular 

Causes of Decline : ‘"dustries, as in the shawl manufac- 
disappearance of ture, there Were certain general causes 

courts which brought about this result. The 

most important of them were the disappearance of 
the Indian courts, the establishment of an alien rule 
and the consequent influx of foreign influences, the 
competition of machine-made goods, the adverse policy 
of the East India Company and the British Parliament, 
and the laissez-faire attitude of the Indian Government. 

With rich and luxurious royal courts, the handi¬ 
crafts, which derived their demand mostly or entirely 
from the princes and nobles, flourished. The imperial: 
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Mogul courts at Agra, Delhi and Lahore contributed 
to the prosperity of the cotton and silk manufactures 
of Bengal. The court of the Nawab of Oudh fostered, 
in addition to various crafts, a dyeing industry by 
requiring the nobles to wear costumes of prescribed 
colours on festive occasions. But, when the courts 
disappeared, the demand for the artistic products 
died out, involving the industries in ruin. The decay 
of the handicrafts was, however, gradual, on account 
of a lingering demand on the part of the nobles who 
survived the extinction of the courts. The disappearance 
of the courts was a great blow to the handicrafts also 
in another respect. The princes had maintained 
craftsmen at their court, paying them a regular salary, 
in order to encourage them to develop the crafts to 
greater perfection. The discontinuance of such patro¬ 
nage led to the deterioration of quality and workman¬ 
ship, thereby hastening the decay of the handicrafts. 

The place of the old nobles was taken by the 
European officials and the educated class of Indians. 
There was some demand for handicraft products 
from European officials. Though it was small, it 

tended to slow down, in some mea- 
Alien inHuences sure, the decline of the handicrafts. 

On the other hand, the patterns 
of the products they wanted were such as to have 
an adverse effect on quality. The ornamental knick- 
knacks, souvenirs and other cheap articles preferred 
by European tourists and the weakening, under British 
rule, of the influence of the guilds which prevented 
adulteration of material and inferior workmanship. 
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had also a similar result. The educated class pf 
Indians would not patronise the handicrafts. They 
took increasingly to European ways, which they regarded 
as the symbol of enlightenment and progress. They 
did so naturally out of a desire to adapt themselves 
to the new environment created by an alien rule. In 
some cases, however, they were obliged by circums¬ 
tances to turn away from indigenous fashions and 
products. For example, the convention which permitted 
an oriental to retain a pair of patent leather boots 
on stockinged feet and required him to doff shoes 
of native make, brought about the decay of the 
embroidered shoe industry. 'Similarly, the establishment 
of peace and the prohibition to carry arms dealt 
a fatal blow to the manufacture of weapons and 

shields, which, as late as 1850, flourished in north-west 
India. 


Foreign 

competition 


The handicrafts suffered severely from the com¬ 
petition of foreign machine-made goods. All products 
were affected, the textile goods more than others. The 
indigenous weaver of artistic fabrics found himself 

overwhelmed by imports of cheap 
mill-manufactured cloth. Though he 
might hold his own against the 
foreign producer in respect, of quality, he could not 
compete with him in price, as the latter was able to 
produce at much lower costs thanks to the economies of 
production with machinery on a large scale. The 
adverse effects of foreign competition were extended and 
intensified by the advent of railways and other transport 
facilities. At the same time, another factor was work- 
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ing in conjunction with foreign competition towards 
the decay of the handicrafts. It was the change of 
tastes, resulting in a marked decline in the demand for 
certain classes of handicraft products. There occurred, 
for example, a stampede from indigenous silk manu¬ 
factures on account of the growing preference for cotton 
goods. 


The East India Company, which at the beginning 
had encouraged Indian industries since its export trade 
depended on them, adopted later on a policy of export¬ 
ing from India raw materials necessary for the English 
manufactures, under pressure from vested interests at 


Policy of East India 
Company 


home exerted through Parliament. 
England levied a high import tariff in 


order to protect her v/oollen and 
silk manufactures, and from 1700 to 1824 prohibited 
the import of dyed Indian calicoes, w^ile permitting the 
entry of plain muslins and calicoes as well as all kinds 
of silk and cotton goods meant for re-export to the 
continent. Whatever the precise effect of these 


measures might have been, the policy as a whole was 
unfavourable to Indian industry. As R. C. Dutt 
remarks, “ The East India Company and the British 
i"arliament, following the selfish commercial policy of a 
un red years ago, discouraged Indian manufactures in 
t e early years of British rule in order to encourage the 
rising manufactures of England. Their fixed policy 

decade of the eighteenth century 

n he first decades of the nineteenth, was to make 

tn industries of Great Britain, and 

make the Indian people grow raw produce only, in 
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order to supply material for the looms and manufactories 
of Great Britain.” The policy is best summed up in 
the restrained comment of J. L. and B. Hammond : 

The British Government was not likely to treat a 
distant community that had come under its power more 
unselfishly than it had treated the British colonies in 
America.” 


Nor was the policy of the Indian Government more 
helpful. Adopting an attitude of laissez-faire, it did 
little to protect the handicrafts which were threatened by 


Laissez-Faire 
Policy of Indian 
Government 


foreign competition or to help them 
out of their many difficulties. On the 
other hand, by keeping the import 


duties at a low level or by abolishing them altogether, 


it threw the gates wide open to the very foreign imports 


which were fast supplanting the indigenous products and 


driving the handicrafts out of existence. 


Thus, by a combination of causes of different kinds, 
the urban handicrafts, which had once been the best 
organised industry of India, were in a state of decadence 
at the end of the nineteenth century, and the artisans, 
who could no longer find employment in them, were 
forced back to agriculture, thereby increasing the pres¬ 
sure on the land. 


Chapter XI 

The Cotton-Mill Industry 

Although the manufacture of cotton cloth had 
been carried on in India as a handicraft industry from 
times immemorial, the cotton-mill industry is a compara¬ 
tively recent growth. The first cotton mill was started in 
Calcutta in 1838, and the first one in Bombay, 

which has since become the chief 
Origin centre of the industry, in 1853. These 

and other early ventures had to 
struggle for existence in the midst of several difficulties 
not the least of which was the high price of cotton 
during the American Civil War. It was only in the 

the industry 

fapiffiv 

^moress Min” u P^imous 

mpressM ll which commenced production in 1887 

and in its wake mills sprang up speedily not only in 
various centres m the Bombay Presidency, such as 

ftc“buf f Baroda, Surat, Hubli 

for example, Madras. Coimba.ore aarLSma 
mention only a few. At present there are up-to-date 

population in the vicinity of supnlies nf ^ 

Though mills have spreL ,o d?ff” „.°'pa'r.: TZ 

rrrh^i^d^ t„r tdTsr"““ ^ 

three-fourths of the mill output of Ind 

the Bombay Prestdeucy. Prom the outset', fhe tdust:; 
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was promoted and financed mainly by Indians, specially 
Parsees, though in many cases Europeans were employed 
as managers. 

From the eighteen-eighties the industry made steady 
progress, even though it met with several difficulties. 
Little harm was done to it by the repeal of all duties on 
cotton imports between 1882 and 1894, for the duties 
were not, as alleged by the Lancashire manufacturers 

who agitated successfully for their 
Early Difficulties abolition, of a protectionist character. 

But the effects of plague and famine 
in the closing years of the century were more 
serious, though they were only temporary. When 
plague broke out, many labourers fled from the city or 
perished, so that there was an acute scarcity of labour. 
During famine, the supply of raw cotton was curtailed 
owing to drought, and there was a lessened demand for 
the finished product on account of the fall in the 
purchasing power of consumers. The greatest trouble, 
however, was the loss of export markets as the 
result of Japanese competition early in the present 
century. With the rise of a cotton-mill industry in 
Japan, Japanese yarn replaced the Indian yarn in the 
Japanese market and eventually tended to oust it also 
from China, where already the market for Indian yarn 
was dwindling on account of exchange fluctuations and 
the development of the Chinese cotton-mill industry. 
Fortunately, the loss of export trade was more than 
compensated by the expansion of the home market. 
In spite of difficulties, the industry kept on expanding 
from year to year, so that, by 1914, it could rank as the 
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fourth greatest cotton industry in the world, the first 
three being in the order of their rank the American, the 
English and the Japanese industry. Its products formed 
a class which was alike different from the imported 
goods and the handloom products. The finer sorts 
among them competed with some varieties of imports 
and the inferior ones with certain handloom goods. 
But, in respect of the intermediate types, the Indian mills 
enjoyed a practical monopoly just as the handloom 
industry had a virtual monopoly in goods involving 
individual and complicated patterns as well as the 
coarsest kinds of cloth, and the foreign mills in the 
finest grades of imports. 


The first World War gave a great stimulus to the 
cotton-mill industry. Imports from Lancashire de¬ 
clined sharply, so that the entire home market was to 
be supplied by the mills in India. They increased their 


Effects of the First 
World War 


output enormously, working to maxi¬ 
mum capacity, and reaped large pro¬ 
fits. However, no new mills could 


be started, as it was well nigh impossible to obtain the 


necessary machinery and plant. 


The unprecedented prosperity of the industry 
during the war period continued 'even after 1918, cul¬ 
minating in the boom of 1920. Profits soared high, 
averaging nearly 30 per cent. The world-wide com¬ 
mercial crisis, which occurred in 1920-21, did not afifect 
the industry until after some years. But, in the mean¬ 
time, a critical situation arose from the high level of 
wages and costs of production generally as a result of 
10 
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war-time increases, and from Japanese competition 
which was felt not only in India’s foreign markets in 
the Far East but also in her own home market. Some 
of the mills found their profits disappearing and the 
Bombay Mill-owners’ Association, becoming anxious 
about the condition of the industry, considered measures 
of economy, like wage reduction and working short-time, 

etc. 


The discontinuance of the war-time yearly bonus 
in 1924 caused a two months’ strike. In July 1925, the 

Mill-owners’ Association announced a wage cut of llj 

percent from September 1, and at the same time appeal¬ 
ed to Government for assistance in the shape of the 
abolition of the cotton excise and protection against 
Japanese competition. The wage cut had to be with¬ 
drawn later, as it led to one of the most serious strikes 
which the country had so far witnessed. The Govern¬ 
ment finances having improved, the cotton excise was 
suspended and subsequently abolished. But nothing 
was done to help the industry against Japanese com¬ 
petition, which was the main cause of its troubles. 


In these circumstances, the Mill-owners’ Association 
applied for protection, asking for the imposition of an 
additional duty of 17J per cent on imported cotton _ 
goods. The Tariff Board made a thorough investigation' 
into the condition of the industry before recommending 

protection. The Board’s findings 
.•**** were that the causes of the depression 
World Factors industry were threefold, accor¬ 

ding as they were world-wide, applicable to India as a 
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whole or peculiar to Bombay alone. The /world factors 
were that the depression was of the nature of a trade cycle 
affecting every nation, that, since 1920, agrarian prices 
had declined sharply in relation to other prices, thereby 
reducing considerably the purchasing power of the 
masses, especially in agricultural countries like India, 
and that American cotton prices ranged high for some 
time when the prices of manufactured goods were 
tending downward, involving a heavy strain on the 
Indian mills which used American cotton. 


The causes of the depression applicable all over 
India were mainly the increase of Japanese competition, 
the loss of the yarn trade with China, the effects of the 
stabilisation of the rupee at 1 s. 6 d., and defects in 
organisation and finance. It was remarkable that 

Japan had substantial competitive 
All India Factors superiority over India. Although many 

reasons of doubtful value were put 
forward to explain this, the factors that were really 
responsible for Japan’s greater competitive capacity 
were that she had climatic and dietetic advantages which 
improved the efficiency of the workers, that she could 
produce at a lower cost thanks to the double-shift 
system of work, the employment of a larger percentage 
of women, and poor working conditions prevalent under 
a lenient factory code, and that she was organised far 

more efficiently from a commercial point of view. So 
decisive was the advantage she enjoyed in these and 
other respects that she might well be called the Germany 

of the East. The decline in the yarn trade with China 

was due not only to the growth of the Chinese cotton 
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war-time increases, and from Japanese competition 
which was felt not only in India’s foreign markets in 
the Far East but also in her own home market. Some 
of the mills found their profits disappearing and the 
Bombay Mill-owners’ Association, becoming anxious 
about the condition of the industry, considered measures 
of economy, like wage reduction and working short-time, 

etc. 

The discontinuance of the war-time yearly bonus 
in 1924 caused a two months’ strike. In July 1925, the 

Mill-owners’ Association announced a wage cut of llj 

percent from September 1, and at the same time appeal¬ 
ed to Government for assistance in the shape of the 
abolition of the cotton excise and protection against 
Japanese competition. The wage cut had to be with¬ 
drawn later, as it led to one of the most serious strikes 
which the country had so far witnessed. The Govern¬ 
ment finances having improved, the cotton excise was 
suspended and subsequently abolished. But nothing 
was done to help the industry against Japanese com¬ 
petition, which was the main cause of its troubles. 


In these circumstances, the Mill-owners’ Association 
applied for protection, asking for the imposition of an 
additional duty of 17J per cent on imported cotton_ 
goods. The Tariff Board made a thorough investigation' 
Tnto the condition of the industry before recommending 


Depression in the 
Industry : 


protection. The Board’s findings 
were that the causes of the depression 


World Factors in the industry were threefold, accor¬ 


ding as they were world-wide, applicable to India as a 
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but also in regard to local taxation and the cost of 
water, fuel and power. One of its most serious 
disabilities was the unhealthy speculation on the 
Bombay Cotton Exchange, which had an extremely 
detrimental effect on the industry. 


After taking into consideration all the factors 
contributing to the depression in the industry, the 
Tariff Board made recommendations covering almost 
every important aspect. Its major recommendations 

with measures of protection. They 
were (i) that the import duty of 11 
per cent on cotton piece-goods should 
be raised to 15 per cent for three 
years; (ii) that a bounty should be 
given on the production of yarns of and above 32s at 
one anna per pound ; (iii) that the import duties on 
cotton textile machinery and certain classes of mill 
stores should be abolished ; and (iv) that a combined 
bleaching, dyeing and printing factory should be set 
up at Bombay with Government assistance. 


were concerned 


The Indian Tariff 
(Cotton Yarn 
Amendment) Act» 
1927 


The Government of India agreed to remit the 
import duties on cotton textile machinery and mill 
stores and to examine the possibility of erecting a 
bleaching, dyeing and printing factory, but refused 
to accept the other proposals as it considered that 
the existing duty of 11 per cent gave the industry 
sufficient protection against Japanese competition. 
There were strong protests against this decision 
especially in Bombay, followed by representations made 
by the Bombay Mill-owners’ Association urging the 
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Government to grant more assistance. Thereupon, 
the Government reconsidered the matter and decided 
to give some measure of protection. Accordingly, the 
Indian Tariff (Cotton Yarn Amendment) Act was 
passed in 1927. By this Act a duty of U annas per 
pound or 5 per cent ad valorem^ whichever was higher, 
was levied on imported yarn until March 1930, the 
import duty on textile machinery and mill stores was 
remitted and the import duty on artificial silk yarn was 
reduced from 15 to per cent. The measure of 
protection, thus afforded, fell short of the recommenda¬ 
tions of the Tariff Board as well as the demands of 
the mill-owners, and any benefits that might have 
accrued from it were offset by a prolonged strike in 
the Bombay mills, followed by the world economic 
depression of 1929. 


As the industry continued to suffer from depression, 
there was a demand for more substantial assistance. In 
July 1929, the Government appointed Mr. G. S. Hardy, 
Collector of Customs, Calcutta, to inquire into the 
extent and severity of foreign competition. He repor¬ 
ted in favour of an increase of protec¬ 
tion in order to enable the industry to 
cope with external competition, especi¬ 
ally from Japan. By the Cotton Textile Industry 
Protection Act, which was passed in April 1930, the 
general ad valorem duty on cotton goods was raised to 
15 percent, while the duties on plain grey goods of 
British origin were to be 15 percent or 3J annas per pound, 
whichever was higher, and on plain grey goods of non- 
British origin 20 per cent or 3J annas per pound. As 


The Cotton Textile 
Industry 

Protection Act* 1930 
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special protection was needed only against Japanese 
goods, a higher duty was levied on non-British than on 
British goods. The lower duty on British goods was 
imposed not with a view to introduce imperial pre¬ 
ference but to reduce the sacrifice which a uniform duty 
on all classes of goods would have imposed on the con¬ 
sumers. 

Further protection was given in March 1931, when 
an additional duty of 5 per cent ad valorem was placed 
on imported cotton piece-goods, and again in November 
1931, when a surcharge of 25 per cent was imposed on 
all existing import duties. As a result of these increases, 
the import duty came to be 25 per cent ad valorem or 
4| annas per pound, whichever was higher, in the case 
of plain grey goods of British manufacture, and 31^ 
per-cent ad valorem or 4| annas per pound, whichever 
was higher, in the case of non-British plain grey goods. 
As regards other types of goods, the duties were 25 
per cent and 31.^ per cent on British and non-British 
goods respectively. The duty on imports of artificial 
silk piece-goods was also increased to 40 per cent in order 
to help the cotton-mill industy. 

In view of the expiry of the Act of 1930 on March 
31, 1933, the Tariff Board made an inquiry into the 
question of protection to the cotton-mill industry. But 

The Indian Tariff Completion of the inquiry, 

(Textile Protection) Board had to make an emergency 

Amendment Aci. investigation, in July 1932, into the 

situation arising from the depreci- 
ation of the Japanese yen and the consequent fall in 
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the prices of cotton piece-goods imported from Japan, 
and, as recommended by it, the import duty on non- 
British cotton piecegoods was raised to 50 per cent 
ad valorem or 5^ annas per pound, whichever was higher 
from August 30, 1932, and further increased to 75 per 
cent ad valorem or 6f annas per pound, from June 7, 

1933. Meanwhile, the Act of 1930 was extended up to 
April 30, 1934, pending the consideration of the Tariff 
Board report on the industry and the conclusion of a 
new commercial agreement between India and Japan in 
the place of the old Indo-Japanese Convention of 1904 
which had been denounced by the Government of India 
in April 1933. Eventually the Indian Tariff (Textile 
Protection) Amendment Act was passed in April 1934. 
It embodied the recommendations of the Tariff'Board 
as modified by the Indo-Japanese Trade Agreement, 

1934. and the Bombay-Lancashire Textile Agreement, 
known as the Mody-Lees Pact, of 1933. The rate of 
import duty on non-British cotton piece-goods was 
fixed at 50 per cent ad valorem as against 25 per 
cent on British goods, subject to a minimum of 5J 
annas per pound in the case of plain grey goods. Arti¬ 
ficial silk goods were transferred to the protective ■ 
schedule, preference being given to British products. 
The Act was to be in force till March 31, 1939. 

In order to examine and report on the question of 
protection to the cotton-mill industry against imports 
from the United Kingdom, a special Tariff Board was 
appointed by the Government of India in September 

1935. The Board recommended, after a careful investi¬ 
gation, that, while the duty on cotton yarn should 
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remain unchanged, the duty on plain grey goods should 
be reduced from 25 per cent ad valorem or 4| annas per 
pound, whichever was higher, to 20 per cent ad valorem 
or 3^ annas per pound, whichever was higher, and that 
on bordered grey, bleached and coloured piece-goods 
(other than prints) from 25 per cent ad valorem to 20 
per cent. These reductions were given eflect to in June 
1936, but they satisfied neither Lancashire nor the 
Indian mill-owners. The former regarded them as 
inadequate, while the latter considered them harmful to 
the interests of the Indian cotton-mill industry. 


In November 1936 the Ottawa Agreement (1932) 
and the Indo-British Trade Agreement (1935), which was 
supplementary to it, were terminated, in pursuance of a 
resolution to that effect passed by the Indian Legislative 
Assembly in March of that year. Negotiations were 

„ then started for concluding a new 

The Indo-British i • • i 

Trade Agreement agreement between the British Govern¬ 
ment and the Government of India. 
After a period of nearly two and a half years, during 
which the negotiations dragged on, the new agreement, 
called the Indo-British Trade Agreement, was signed in 
March 1939. Under this Agreement it was provided 
that the export of Indian raw cotton to the United 


Kingdom was to be linked up with the import of 
British cotton piece-goods into India and that, for this 


purpose, the import duties on British piece-goods 
should be further lowered. By the Indian Tariff (Third 
Amendment) Act of April, 1939, the rates of the import 
duties on British piece-goods were reduced to 17J per 
cent ad valorem on printed goods, 15 per cent ad 
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valorem or 2 annas pies per pound, whichever was 
higher, on grey goods and 15 per cent ad valorem on all 
others. These rates, which were basic, could be altered 
in either direction, subject to certain conditions. The 
rates would have to be lowered by per cent if the 
imports of cotton piece-goods from the United Kingdom 
in any cotton piece-goods year fell below its alloted 
minimum quota of 350 yards. On the other hand, they 
would be increased, if the imports exceeded the maxi¬ 
mum of 500 million yards. The enhanced rates should, 
however, be brought down to the basic ones at the close 
of any year in which the imports had not been above 
425 million yards. Penalties were also provided in 
case of a fall in the consumption of Indian cotton by 
the United Kingdom below a prescribed minimum—5 
lakhs bales for 1939, 5i lakhs for 1940 and 6 lakhs for 
each subsequent year—as well as rewards for increase 
of consumption above 7^ lakhs bales per year. The 
protective duties levied by the Act were to be operative 
up to March 31, 1942. It may be noted, however, that 
these duties were reduced in April 1940, in accordance 

with the Trade Pact with Britain, and later on converted 

# 

into revenue duties by the Tariff Amendment Act, 1947- 
In 1949 an excise duty was levied on fine cloths at 25 
per cent ad valorem^ and on medium and coarse cloth 
at 3 pies per yard. 

At the outbreak of the second World War, the 
cotton-mill industry was in a stagnant condition. But 
from the second year of the war onwards it steadily 
improved. Imports practically ceased, especially after 
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Ejects of World 
War 11 


1941, and there was an enormous war demand from the 

Government and the Eastern Group 
with consequent increase of exports 
to South and West Africa, the Middle 
East, Australia, Malaya and the Dutch East Indies. 
The prices of cotton goods soared high. While this 
enabled the mills to reap abnormal profits, it inflicted 
a great hardship on the consumers. In order to help 
the latter, a scheme for producing “utility” cloth to 
be sold at a low fixed price was adopted, but it proved 
a failure, and had to be abandoned. 


The cotton-mill industry was hit hard by the parti¬ 
tion of the country. Though, out of a total of 394 
cotton textile mills in undivided India, India has now 
380 and Pakistan only 14, yet Pakistan produces 40 per 
cent of the total output of raw cotton of undivided 

India. Moreover, Pakistan cotton is 
largely long and medium staple cotton, 
including some of the best varieties. The exchange 
of Pakistan cotton for Indian cotton goods w'ould, of 


Effect of Partition 


course, be to the mutual advantage of both countries. 
But, should circumstances prevent such exchange, as 
they did for some time after the partition, India would 
have to face the problem of finding fresh sources of 
raw material and market for finished goods either at 
home or abroad. 



Chapter XII 
The Jute Industry 


Early jute 
manufacture 


Though sufficient evidence regarding the manu¬ 
facture and use of jute in ancient India is not available, 
there is ample proof of the use of jute goods both for 
trade and for military purposes in the Mughal period, 
especially in Akbar’s time, and later on under the 

Peshwas and in the early days of the 
East India Company. There is no 
doubt that jute was extensively used 
at the beginning of the nineteenth century. Jute 
manufacture was carried on at this time as a cottage 
industry. The following description throws some light 
on the nature of its organisation : “ This industry (the 
manufacture of jute) forms the grand domestic manu¬ 
facture of all the populous eastern districts of Lower 
Bengal. It pervades all classes and penetrates every 
household ; men, women and children find occupation 
therein. Boatmen in their spare moments, husbandmen, 
planquin carriers, domestic servants, everyone in fact, 
being Hindus or Musulmans who spin cotton only, pass 
their leisure moments, distaff in hand, spinning gunny 
twist.’* During the first quarter of the nineteenth 
century the Indian jute handloom industry was very 
prosperous owing to the great demand for jute cloth and 
bags in foreign countries. But decline set in with the 
rise of large-scale jute manufacture in Dundee in 1833 

and in India in 1855. 
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The first parcel of raw jute was sent to England in 
1795. But for many years thereafter the amount exported 
remained almost negligible. It increased, however, 
from 1838 when raw jute began to be sent regularly to 
Dundee. In the five years ending 1848 the export 
averaged 2,34,000 cwts. as against 364 cwts. in 1828. 
There was a further increase during the Crimean War 
when Dundee could not get supplies of flax and hemp 
from Russia, and even after the war the export continued 
at the same high level, since the Russian materials were 
permanently substituted by Indian jute at Dundee. 

The large-scale manufacture of jute started in 
India in 1855 at Rishra, near Serampore, where 
Mr. George Acland set up a mill equipped with jute¬ 
spinning machinery which he had brought from Dundee. 
The first powerloom was established in 1859 at 

Barnagore, outside Calcutta. In the 
I^ufacture sixties several new mills were started, 

and the gunny cloths produced at this 
time, being inferior to those of Dundee, commanded 
only a local market. In the early seventies there was a 
great jute boom during which the mills “ simply coined 
money,” making huge profits. This led to a rapid 
increase in the number of mills, resulting in overproduc¬ 
tion and excessive competition in the eighties. In order 
to regulate output and thus help the industry out of its 
diflSculties, the Jute Mills Association was formed in 
1884. By 1894 recovery had started and it soon led to 
a period of immense prosperity with, however, a tempor¬ 
ary setback caused by the plague of 1898-99 in Calcutta. 
The exports of manufactured jute increased and began 
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to compete seriously with the goods of Dundee. The 
manufacturers of Dundee, therefore, got alarmed and 
joined the Lancashire cotton mill-owners in pressing 
for factory legislation in India. 

The industry made still more rapid progress at 
the beginning of the twentieth century. By 1908 it 
reached an output which surpassed that of Dundee. 
Obtaining high prices for increasing quantities of pro¬ 
duct, the industry was exceedingly prosperous on the eve 
of the first World War. 

When the War broke out, there was, for a while, 
‘some trade dislocation and fall in prices caused by a 
bumper jute crop. But soon, as a result of the huge 
war demand for sand-bags and other jute manufactures, 
the industry became more prosperous than ever. In 

spite of the prohibition of exports 
Effects of t^e first except Under licence between 1917 and 

1919, the jute exports were not affected 
since they were urgently demanded to meet war needs. 
Nor did they suffer on account of the export duty which 
was imposed in 1916 and enhanced in 1917. After the 
war, the industry, like many others, passed through a 
post-war boom, a depression and a revival. 

Jute manufactures fall under four main headings : 
i. gunny bags used for packing grain, oil seeds etc. and 
during war as sand-bags ; ii. gunny cloth or “ hessians ” 
used for baling cotton, wool and other fibres, iii. coarse 
carpets and rugs; iv. cordage. During the war jute 
replaced Russian flax in the manufacture of tent cloth. 
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tarpaulins, wagon covers, ground sheets, water-buckets 
etc. ’ 

The jute industry is remarkable for its organisation. 
Indeed it has been rightly observed that “ in point of 
efficient organisation, the jute industry is perhaps second 
to none in India.” In addition to the Jute Mills Associ¬ 
ation founded for the purpose of controlling output and 
trade, a Calcutta Jute Dealers’ Association has also been 
lormed in order to promote the common interests of its 
members as dealers in jute for local consumption 
During the post-war slump the Jute Mills Association 
obtained the services of an American business expert to 
advise It on the possibility of forming a jute trust for 

'he production and price of 
jute. But, on the termination of the slump, the proiect 
was abandoned. The Association also works in conh 
tion with the London Jute Association to subsidise the 
distribution of improved varieties of seed to jute-growers. 

While the jute and cotton manufactures are 

Serrme°^'^' of large-scale industry in Indffi 

trade • "ili’ ‘"‘'malionai 

Ualike the cotton ‘Ldust'ry tvhich" 

jf« intJastr^owes 

enterprise, although more than 50 pe“°e;m°onh*T'”’’ 
are held by Indians Anr^tia ^ 'he shares 
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decentralised, the ju“e IdTsjry s h? " 
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Hooghly, near Calcutta, with no less than ninety mills- 
within a radius of forty miles. Finally the average size 
of a jute mill is larger than that of a cotton mill. 

There are three chief problems which the jute 
industry has had to face in the post-war period. They 
are the labour problem, the difficulties arising from the 
seasonal and periodical fluctuations in price with 
consequent variations in the area under jute, and the 

uncertainty in the demand for manu- 
Chief Problems factured jute which depends^ on the 

harvests in the consuming countries. The fluctuations 
in the jute crop and in the demand for jute manufactures 
have been met by the device of normally working only 
four days a week and one or more extra days in case 
there is a sudden increase of demand. The labour 
problem, which has recently become serious, has serveral 
aspects such as the non-Bengali composition of the 
labour force and its consequences, the evils inherent in 
the method of recruitment, etc. But the root cause of 
the labour trouble lies in the fact that, in spite of the 
prosperous condition of the industry, the labourers are 
not given sufficiently good wages or satisfactory working 

and living conditions. 

Like other industries, the jute industry suffered 
from the world economic depression, though it was in a 

better position to face it on account 
Effects of the jjjg large reserves buUt up earlier. 

Depression chief device by which it protected 

itself against the effects of the depression was the 
curtailment of output through a system of working 
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short time—a device with which it was already familiar. 
There was continuous restriction of output during the 
ten years ending March 1936, the mills in the member¬ 
ship of the Jute Mills Association working only 40 hours 
a week and with a certain percentage of their looms 
sealed. As no agreement could be reached with the 
non-Association mills regarding the regulation of output, 
the Association mills were left free to work without any 
restriction either of hours of work or of machinery. In 
1937 the unrestricted production coupled with labour 
trouble brought the industry into a critical situation 
which became so serious in the following year that by 
an Ordinance issued in September, 1938, the Provincial 
Government took over control of the industry and 
limited the hours of work to 45 per week. Fearing that 
the Ordinance might be replaced by permanent legis¬ 
lation, the Association and the non-Association mills 
concluded a voluntary agreement for working short time 
in January 1939, followed by a supplementary agreement 
in July which laid down that the mills were to work 
45 hours per week with 20 per cent of the hessian and 
per cent of the sacking looms sealed. At the same 
time, the jute-growers were protected against the adverse 
effects of the fall in the price of raw jute by the pro¬ 
mulgation of two Ordinances by the Provincial 
Government in August, 1939, fixing the minimum prices 
of raw jute and hessian. 

With the outbreak of the second World War, there 
was a feverish demand for jute goods with consequent 
increase of prices and production. The mil ls went into 

full production working sixty hours per week, the 

11 
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Government of India assisting them by suspending 

certain provisions of the Factories Act 

Secof^Worid War Ordinance. However, the output 

was not steady, owing to the periodi¬ 
cal slackening of the war orders and the loss of the 
continental markets. In August, 1940, the Jute Mills 
Association decided to reduce working hours to 45 per 
week and to work for only three weeks in the month. 
But when new orders poured in for sand-bags, the 
working hours were restored to 60, to be again reduced 
in May, 1942, when the mills worked 54 hours per week 
with 10 per cent of the looms sealed. In spite of the 
fluctuations in output, the industry flourished during 
the war. There are, however, certain unhealthy signs. 
The high prices of jute goods have adversely affected 
demand and encouraged the use of substitutes. Though 
the jute industry is efficient relatively to other Indian 
industries, it has to make much headway to stand com¬ 
parison with its counterpart in Scotland, France and 
other countries. Moreover, it suffers from a great deal 
of excess capacity. 

The partition of the country has caused a further 
difficulty. Of the total output of raw jute in undivided 
India, 73 to 80 per cent is grown in East Pakistan. The 
quality of the raw jute of East Pakistan is superior to 
that of the major portion of the Indian product in 

respect of both colour and staple 
length. On the other hand, India has 
all the jute mills, there being none in Pakistan. Out of 
an average consumption of about 6 million bales of 
raw cotton by the Indian mills, nearly 3 to 5 million 


EfiecU of Partition 
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bales are raw jute from East Pakistan. Thus the jute 
cultivation of East Pakistan and the jute manufacture 
of India are mutually dependent. The result is a 
bilateral monopoly in which the advantage does not 
belong to one country alone but is shared more or less 
equally between the two countries. In the interests of 
both countries the best policy would, therefore, be one of 
mutual agreement, securing for India Pakistan raw jute 
and for Pakistan Indian jute manufactures. 



Chapter XIII 
The Woollen Industry 




The Indian woollen industry consists of two groups : 
the handloom industry and the mill industry. 


The handloom industry, in turn, is made up of two 
sections: the manufacture of artistic goods, such as 
carpets and shawls, and the manufacture of coarse goods,, 
such as blankets, namdas and felt. The manufacture of 
carpets and shawls was an urban industry concentrated 


Handloom manu¬ 
facture : artistic 
products 


in the capital cities and other import¬ 
ant towns. Carpets were produced 
chiefly at Agra and Jaunpar, and 


shawls in Kashmir, Amritsar and Ludhiana. Both 


carpets and shawls were articles of luxury, which were 
patronised by the kings and nobles in India and much 
in demand for export to European countries. The 
manufacture of these luxury goods flourished excee¬ 
dingly under the Mogul empire and also in the 
subsequent period. But in the latter half of the nineteenth 
century it declined owing to the disappearance of the 
old courts, the collapse of foreign demand consequent 
on change of fashion, and several other causes. Since 
then, carpets and shawls of inferior and cheaper quality 
have been produced. These carpets are manufactured 
largely for export at Amritsar, Multan, Jaipur, Bikaner, 
Agra, Mirzapur and Ellore and also in many jails, while 
the shawls are produced in the old centres for local 


consumption. 
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Coarse goods 


The manufacture of blankets or kamblies and other 
coarse goods was not confined to a few important 
towns, but was scattered all over India. It was a rural 
occupation subsidiary to agriculture. The blankets 
were cheap articles of necessity to the rural folk, and 

they were put to a variety of uses so 
that they served as “ bed, portmanteau, 
overcoat or umbrella.” Being very coarse and cheap 
goods, they were untouched by the competition of 
machine-made goods, and were not, therefore, subject 
to the same vicissitudes of fortune as carpets and shawls. 
Consequently this branch of the industry has come 
down to us from ancient times almost intact. 


During the first World War there was a large 
demand for woollen goods for military purposes. 
Blanket-weaving got a stimulus, as it was encouraced 

in place of carpet manufacture. 
Effects of War which consequently suffered. Owing 

to the fall in imports of shawls, shawl¬ 
weaving also revived, but, with the increase of imports 
after the war, it receded to its old position. 

Before the second World War the woollen hand- 
loom industry suffered from the change of fashions and 
also from competition from shoddy fabrics from Italy 
and Poland. But during the war it derived much 
benefit from the big army orders, especially for blankets. 
Moreover, since the woollen mills were engaged to capa¬ 
city to meet orders placed through the United Kingdom, 
an appreciably larger portion of the home market fell to 
Its share, with consequent increase of output and profits. 
The war-time prosperity, however, was short-lived. 
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At present the industry is faced with several diffi¬ 
culties. The more serious among them are lack of 
facilities for the purchase of raw materials and equip¬ 
ment, lack of finishing and marketing facilities, lack of 
standardisation of the products of the industry, and 
absence of adequate technical guidance and finance. 
The Woollen Industry Panel, appointed by the Govern¬ 
ment of India in 1945, has recommended that the State 
Departments of Industries should establish carding, 
designing, dyeing and finishing centres at suitable places. 
But a comprehensive scheme is necessary in order to 
deal with all the problems facing the industry. 

The woollen mill industry commenced in India with 
the establishment of the first woollen mill at Cawnpore 
in 1876. Other mills were set up soon after at Dhariwal, 
Bangalore and Bombay. There were six mills before the 
first World War. The number of mills increased after 

the war, so that in 1931 there were 

Mill manufacture thirteen in British India and five in 

the Indian States, and in 1944 the 
corresponding figures were fifteen and nine. Putting 
together all mills, irrespective of size or kind of product^ 
there are today 79 manufacturing units engaged in the 
production of woollen cloth, yarn, carpets, shawls, 
blankets, rugs, etc. 

The mills fall into three main groups : those which 
operate both woollen and worsted systems, those with 
woollen or worsted systems only, and those which buy 
ready spun yam and carry on the weaving, dyeing and 
finishing processes. The Cawnpore Woollen Mills and 
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the New Egerton Woollen Mills, Dhariwal, are examples 
of the first group ; the Raymond Woollen Mills, Bombay, 
represents the second ; while the Amritsar mills belong 
to the third. 


to enable 
placed on 

The war- 


impetus from the 
two world wars 


Like the handloom industry, the mill industry was 
stimulated by the first World War. The Indian Munitions 
Board made contracts with the mills for the supply of 
woollen goods for the army, and, in order 
them to fulfil the contracts, restrictions were 

the export of raw wool, 
time prosperity was only temporary, 
and after the war the industry suffered 
from foreign competition, especially from Japan. While 
the total imports of woollen cloth increased between 
1931-32 and 1934-35 from 5*5 million yards to 13*7 
million yards, imports from Japan alone increased from 
1*2 million yards to 7*3 million yards. The Tariff Board 
examined the case for protection of the woollen industry 
in 1935 and recommended the levy of protective duties 


both specific and ad valorem. The Government of 

India did not accept this main recommendation, while, 

however, agreeing with a minor recommendation of the 

Board regarding technical advice and assistance to the 

handloom industry, for which it made a grant of 
Rs. 5,00,000. 


The outbreak of the second World War gave a fresh 
impetus to the industry. The mills worked to capacity 
in order to cope with the war orders placed through the 
United Kingdom, and made good profits. The difficul¬ 
ties, felt at the outset on account of a shortage of yam. 
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were overcome later by the imports of yarn from the 

U. K. and Australia, arranged by the Government of 
India. 

There is considerable scope for the expansion of the 
industry in most varieties of woollen manufactures. 
Workmanship has improved steadily, though it is 

confined mostly to medium and coarse varieties. The 

* 

production of certain qualities of yarn has been 

encouraged by free imports of raw 

^^pa^Dsfon wool tops and by the customs duty of 

30 per cent on the c. i. f. Bombay 
prices of all knitting, hosiery and weaving yarns impor¬ 
ted from abroad. While the increase of production of 
woollen goods is, no doubt, important, the improvement 
of quality also needs attention. An important factor, 
in this connection, is the supply of raw material. The 
average yield per fleece in India is only 2T lbs. as 
againt 7^ lbs. in Australia and U. S. A. Indian wool, 
which is classed as carpet wool in the world market, is 
inferior in quality to other kinds known as merino and 
crossbred and unsuitable for the manufacture of the 
fine fabrics. The finer types of wool, used for making 
tweeds, overcoatings and similar articles, have generally 
to be imported. Experiments made in sheep breeding 
in India indicate the possibility of producing superior 
kinds of wool in the country. It may be noted that, for 
any improvements to be made regarding the supply of 
raw wool, it would be very useful to have a census 
taken of India’s wool wealth. 

The partition of the country made no change as 
regards the woollen mills. All the mills are in India, 



and there is not even a single well-organised mill 
producing any kind of woollen goods in Pakistan. But 
the production of raw wool was distributed between 
India and Pakistan. The annual output is estimated 
for the two countries at 60 and 26 million lbs. respec¬ 
tively. The partition considerably dislocated the 
woollen industry in East Punjab. Some mills changed 
bands, as their Muslim owners migrated to Pakistan. 
The majority of the skilled workers, who were Muslims, 
also left. Moreover, the East Punjab industry became 
dependent on Pakistan for a good proportion of its long 
staple wool and for a large market for its woollen 
manufactures. As a result of all these handicaps, there 
was a decline in the output of the industry. 



Chapter XIV 


Sericulture 


The Silk Industry 

The silk industry is really made up of two separate 
industries, namely sericulture and silk manufacture. 

Sericulture, or the growing and reeling of silk, is 
carried on mainly as a subsidiary occupation to 
agriculture. It is confined to those areas where the 
climatic and soil conditions are suitable. The main 
areas of production are Mysore, Bengal, Kashmir, 

Bihar, Assam, Bombay, Madras and 
the United Provinces. Besides the mul¬ 
berry silk worm which was first introduced in India 
six hundred years ago, there are various indigenous 
races of worms including the tasar, muga and eri. The 
mulberry worm is reared practically everywhere, and 
the indigenous types in Assam (muga and eri), Bihar 
(tasar and eri) and the United Provinces (eri). 

During the first three-quarters of the seventeenth 
century the East India Company carried on a flourishing 
trade by exporting silk from India. Then it began to 
concentrate on the export of Indian silk manufactures, 
but after a time it turned again to the export of Indian 
silk as it suited the interests of the silk industry in 
England better than the export of silk goods. Biit in 
course of time the export of silk declined both in value 
and in quantity. This was due chiefly to competition 
from Japan and China and to the poor quality of the 
Indian material. Indian silk ‘‘ is generally full of knots 
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and loose ends and is very unequal in strength,” so that 
it is not considered suitable for weaving fabrics by the 
silk manufacturers of Europe, who, consequently, 
prefer to get the cocoons and do the reeling themselves. 
The result is that most of the silk exported is waste silk 
or cocoons. As the export of silk diminished, its 
import increased. The imported silk is mainly Chinese, 
the import from Japan, since the development of the 
Japanese silk manufacturing industry, being more of 
silk goods than of silk. It is in great demand among 

the Indian silk weavers on account of its superior 
quality. 

Efforts have been made to improve the rearing of 
silkworms and the reeling of silk in the various silk- 
producing provinces and states, especially in Bengal, 
Mysore and Kashmir. The Agricultural Department of 
Bengal distributes, from its own nurseries, seed cocoons, 

besides subsidising seed production by 

Measures of i » . , 

Improvement Selected private rearers. It runs also 

two sericulture schools and carries on 
demonstration and propaganda in favour of improved 
methods. The Department of Sericulture in Mysore 
evotes itself not only to the improvement of seed but 
a so to that of reeling. In order to promote better 
reeling, it has introduced modern filatures. Sericultural 
education is given in a practical manner in the Govern- 
nient silk farms. In Kashmir sericulture is a monopoly 
o the state which owns the mulberry trees and provides 
or the distribution of seed. The rearers cannot reel 
the cocoons produced by them, but should sell them to 
e Sericulture Department which grades and reels 
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them by means of modern reeling machines. These 
measures adopted in the various States have been 
reinforced by others on the part of the Government of 
India. In 1935 the Government of India set up the 
Imperial Sericultural Committee, and, on the latter’s 
recommendation, made grants totalling Rs. 93,000 to 
the silk-producing States in order to enable them to 
take up schemes for the production of disease-free seeds. 
It also made an annual grant of Rs. 1,00,000 for the 
purpose for five years until March 31, 1940. The 
import duty on silk was increased to 11 per cent in 1921 
and to 15 per cent in 1922, resulting in sufficient protec¬ 
tion to Indian silk. Further protection became neces¬ 
sary and was granted in 1934. As recommended by 
the Tariff Board in its report on the Sericulture industry 
submitted early in 1952, an import duty of 30 per 
cent ad valorem and a specific duty of Rs. 3-14-0 per 
lb. was levied on raw silk and silk yarn, while imports 
of silk worm seeds were allowed free of duty. 


Silk manufacture is an ancient industry, the goods 
produced being articles of luxury for the rich. It grew 
in importance in the sixteenth century, when the 
Portuguese entered the silk trade and distributed Indian 


Silk Manufacture 


silk goods in Europe. A new feature 
in the organisation of the industry 


was introduced when the European trading companies, 


interested in the trade, established factories and engaged 


weavers to work in them, so as to ensure a constant 


supply. The East India Company exported large 
quantities of Indian silk goods for a time, but its 
attempt to start a silk industry in India with a view to 



produce goods which would suit the foreign demand 
was wrecked by the opposition of the English silk 
manufacturers. The industry declined towards the 
close of the nineteenth century. The home demand had 
been shattered by the disappearance of the old courts, 
while the foreign demand suffered heavily owing to 
competition from the countries where a highly 
organised and efficient silk industry had grown up, such 
as France, Italy, Russia, Japan and China. The exports 
of silk manufactures steadily fell from 1887 onwards. 
On the other hand, the imports steadily increased after 
1859. However, with the raising of the import duty on 
silk piecegoods to 20 per cent in 1921 and to 30 per 
cent in 1922, the imports tended to be checked. 

The more important silk-weaving centres are 
Murshidabad, Benares, Bhagalpur, Surat, Poona, 
Tanjore, Madura and Chingleput. There are a fevJ 
power-using silk mills-five in Bombay, two in Bengal, 
two in Madras, and a few more in other States. But 

Handloom industry remains 

manufacture Organised as handloom manufacture, 

. This is due to certain special features 

of the industry. As silk is a delicate fibre, it requires 
careful handling. Unlike in the cotton industry, there 
IS no scope for mill spinning in the silk industry, since 
raw silk Itself corresponds to cotton yarn. In the 
manufacture of silk, which is an article of luxury in 
demand by the rich, variety and artistic merit are more 
important than a large standardised output. The 

weaving of silk fabrics interlaced with gold and silver 

breads is hardly possible on the machines. Finally, the 



174 


demand varies from province to province according to 
local fashions and traditions. These features tend to 
make the handloom organisation more suitable, thereby 
preventing the growth of mill production of silk goods. 


Tarifi Protection 


Silk manufacture has recently been assisted in some 
ways. The Swadeshi movement has helped to revive 
the demand for Indian silk goods. By the Indian 
Tariff (Textile Protection) Act, 1934, protective duties 
were levied on raw silk, silk yam, piecegoods and 

mixtures as well as on fabrics of 
artificial silk and mixtures, and the 
duty on artificial silk yarn was raised to 25 per cent ad 
valorem with an alternative minimum specific duty of 
3 annas per lb. In 1942, in accordance with the recom¬ 
mendation of the Tariff Board (1938) for protection to 
the industry by an all-round increase in the import 
duties, protective duties on silk and silk manufactures 
were raised to 25 per cent plus 14 annas per lb. plus 
one-fifth of the total duty, for a period of five’ years. 
With such aid and by its inherent strength in the 
production of certain superior types of hand-woven 
silk piecegoods in which there is little fear of foreign 
competition and a good internal market on which it 
could rely, the Indian silk industry would seem to have 
a chance of revival. 



Chapter XV 
The Plantation Industries 


Tea 


The principal plantation industries of India are the 
tea, coffee, rubber, cinchona and indigo industries. The 
foremost among them is the tea industry. Wild tea-plants 
were found in Assam early in the last century, but there 
were doubts whether they were really tea. Lord 

William Bentinck, who wanted to 
introduce the crop in the hilly regions 
of Northern India, sent, therefore, a committee to China 
in 1834 to bring seed and also Chinese labourers to 
facilitate its proper cultivation. With the seed and 
labour brought by the Committee, Government plant¬ 
ations were started in Assam, but were sold, shortly 
after, to the Assam Tea Company Ltd. By the side of 
the plantations on which Chinese tea was grown, wild 
tea-plants continued to flourish, and attempts made to 
extirpate them did not succeed. Meanwhile it was 
clearly demonstrated that the indigenous tea-plant was 
real tea as much as the Chinese product. This led in 
the eighteen-fifties to the rapid extension of the culti¬ 
vation of the indigenous tea-plant in Assam, Bengal 
Southern India and Ceylon. ’ 

I*\^e sixties the industry passed through a phase 
of unduly rapid expansion, which led to unhealthy 

speculation culminating in a crisis in 1866. Severely 

lut by the crisis, it recovered slowly and there was a 

steady expansion of the cultivation and export of tea. 

y the middle of the nineteenth century there was hardly 
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any export to the United kingdom which got its entire- 
supply of tea from China ; in 1869 the export amounted 
to 10,000,000 lb. as against 101,000,000 lb. from China ; 
but at the end of the century the roles were reversed, 
the export from India being 137,000,000 lb. as against 
24,000,000 from China. 

Early in the present century, as the production of 
tea in India and Ceylon continued to increase, there 
was a sharp fall in prices. The existing market for tea 
could not absorb the increased output and, though it 
was extended owing to the spread of tea-drinking among 
the Indians, it was necessary to look for new markets, 
which, fortunately, were found in Russia, Canada, the 
United States, and Australia. The Indian Tea Associ¬ 
ation, formed in 1899, further sought to promote the 
sale of tea by means of special measures for improving 
the quality and methods of preparation. In order to 
carry on research in this connection, the Association was 
granted the proceeds of a small tax on the sale and 
export of tea levied under the Indian Tea Cess Act 

of 1903. 

During the first World War there was not only a 
general dislocation caused by war conditions but also 
the loss of the Russian market. This depressed the 
Indian tea industry. The depression continued even 
after the war. The Indian planters derived little benefit 

from the preference granted to tea 
Reitriction from within the Empire by the United 

Schemes kingdom after 1919, since Ceylon was 

India’s chief competitor. However, the indu stry was 
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recovering up to 1929, the loss of the Russian market 
being made good by increased consumption in the 
United Kingdom. But in 1930 it was affected by the 
Great Depression, which caused a heavy fall in the price 
of tea. In order to tide over the critical situation 
thereby created, the Restriction Scheme of 1933 was 
adopted. India, along with Ceylon and the Dutch East 
Indies, adhered to the scheme, and, as a result, the 
exports of Indian lea fell from 377 million lb. in 1929-30 
to 318 million lb. in 1933-34. The export control 
scheme was extended for a further period of five years 
from April 1938, and subsequently for the duration of 
the war and two clear years after the cessation of 
hostilities. In 1948 a new agreement was signed for two 
years, and, when it expired in 1950, another agreement 
was made among the tea producers of India, Pakistan, 
Ceylon and the Netherlands East Indies extending 
control over the export and planting of tea for a period 
ot hve years up to 31st March, 1955 


The tea industry benefited to a considerable extent 
from the second World War. The exports of tea 
increased both in quantity and in value. For example 
they amounted to 357 million lb. valued at Rs. 26 08 
crores in 1939-40 as against 348 million lb. valL 
Effemof at Rs. 23-29 crores in 1938-39. The 
World Wm value of exports further increased to 

RS. 3,.5, csoses X'L‘l.Zf‘or^e 

Rri-irard 

1942 respectively being higher than' Tany prlviont 
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season. This upward trend in prices continued till the 
end of the war and even after. The average auction 
price for 1950-51 was Rs. 2-0-9. The increase in the 
amount and price of tea exports was the result of the 
war demand. In addition to her usual export markets, 
India had to supply some of the markets formerly 
supplied by Java. This meant a larger demand for 
Indian tea, and the export quota was suitably raised. At 
the same time, the internal market steadily expanded, 
thanks to the efforts of the Indian Tea Market Expan¬ 
sion Board, the propaganda work of which has been taken 
over, since 1949, by the Central Tea Board constituted 
under the Central Tea Board Act, 1949, which has 
replaced the Indian Tea Cess Act, 1903. It is estima¬ 
ted that during the last ten years the internal consum¬ 
ption of tea has risen from 70 million lb. per annum to 

157 million lb. 


Before the partition, India produced 600 million lb. 
of tea, i. e. more than 60/^ of the world output of 990 
million lb. Of this quantity India’s share, after the 


partition, was 557 million lb. and Pakistan’s 43 million 
lb. The partition did not lessen production, but dislocated 

marketing. Within a short time. 

Effects of Partition ^owevcr, India more than recovered 


its former position, its production at present exceeding 
that of undivided India. While nearly all the tea 


consumed in India is produced at home, Pakistan has 


to depend on imports for a good part of its home 
consumption. Its tea industry is financially weak. 
Moreover, owing to the devaluation of the Indian rupee, 
Indian tea is cheaper in the export markets and has 
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therefore an advantage over Pakistan tea. On the whole, 
the tea industry in both countries has to face the problem 

of foreign competition, with the resumption of normal 

production in the Netherlands East Indies and China 
and the increase of production at which Russia, Brazil, 
Kenya and Turkey are seriously engaged. But the 
problem tor India is one of consolidating the war-time 
gains, while for Pakistan it is one of strengthening the 
very foundation of the industry. The Committee, 
appointed by the Government of India under the 
chairmanship of Mr. Chettur to inquire into the 
problems of the tea industry and particularly to examin- 
the question of tea as a dollar and other hard currency 
earner, recommended that transport costs should be cut 

down and packing improved, if India was to maintain 

he position attained during the war and make good her 

of U. S. A. and Canada 

At the Pakistan Tea Conference, held early in 1949 it 

was decided to appoint several committees to suggest 
measures for an all-round development of the industry. 

two most important centres of the tea industry 

accou„„„g r„, than half .he ».a „ ..p ™ „ 

Assam produced 325 million lb. or 53’/ '^„f ,he oral 
producon. West Bengal 181 million lb. or 29}^ am 

".illion lb. oV 16,., 
the balance being grown in Bihar, Uttar 

Puniah “P Tripura, Nepal and the 

J • Every garden of any importance has its 

essential ,ha. L vario'^ f "'**' 

mat tne various processes should be carried 
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through immediately after the tea leaf has been plucked. 
The better organised factories are elaborately equipped 
with highly specialised plant and are under the super¬ 
vision of expert tea makers,” The labourers on the 
plantations are, therefore, engaged partly in agriculturaU 
and partly in industrial, work. Since 1865, when the 
Government connection with them ceased, the tea 
plantations have been in private hands. In Northern 
India they are mostly in the hands of large Calcutta 
firms of managing agents, while in Southern India most 
of them are owned and managed by independent firms 
or individuals. 


Legislation was enacted already in 1863 to regulate 
the conditions of work for the immigrant labour on the 
Assam tea plantations. It was later extended and 
consolidated by the Assam' Labouring and Emigration 
Acts of 1901 and 1915. The latter Act, among other 
reforms, abolished recruitment of labour by contractors, 
replacing it by recruitment under the supervision of a 
Labour Board. In 1932, as recommended by the Whitley 
Commission, a Controller was appointed to supervise 
recruitment. The law regarding breach of contract was 
amended and the severe penal provisions were repealed 
in 1926, to the immense relief of the workers. 


Coffee is commonly believed to have been first 
introduced into India in the sixteenth century by Baba 
Budan on his return from his pilgrimage to Mecca. 
However, the systematic cultivation of coffee began on y 
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from 1830, when a large plantation was opened in 

Coffee Mysore. In the next few years, many 

plantations, covering a large area, 

sprang up in Mysore, Coorg and the Nilgiris, which 

became the chief area of production. Plantations also 

grew up in other centres, such as Travancore, Cochin, 

Vizagapatam, Orissa and Bombay. Coffee cultivation 

prospered until 1862, after which it declined owing to 

the devastation caused by the deadly borer beetle and 

leaf blight. By 1885 the industry was in a state of 

complete collapse, and much land which had been under 

coffee was then put under tea or cinchona. Since then, 

in spite of some recovery, it has been relatively of small 
importance. 


In recent years, it has been adversely affected by the 
competition of Brazilian coffee in the European markets 
During the period 1929-39 coffee prices fell below the 
cost of production, and, in order to help the industry, the 
Indian Coffee Cess Act was passed in September, 1935. 
The cess of Re. 1 per cwt., levied under the Act was 
applied by the Indian Coffee Cess Committee to the 
promotion of the industry in every possible way, parti¬ 
cularly propaganda, improvement of marketing and 
agricultural and technological research. As a result of 
t^he second World War, the export markets were 
dislocated and there was the danger of the entire output 
of coffee being dumped in the internal market, witfT a 

indusTrv °Thr ^he 

industry. The Indian Coffee Board was, therefore 

ormed under the provisions of the Coffee Market 

Expansion Act, 1942, to increase internal consumption 
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by propaganda and to control exports. At the same 
time, measures were taken to increase production. The 
output of coffee in 1950 was 20,360 tons from nearly 
2,00,000 acres of land. 

Rubber, mainly grown in Southern India (Madras, 
Coorg, Mysore, Travancore and Cochin), was intro¬ 
duced at the end of the nineteenth century in some of 
the plantations where coffee cultivation had collapsed. 
In the early years of the present century, there was a 

rapid development of rubber-growing. 

Rubber even though, unlike coffee-growing, it 

did not dovetail with rice cultivation as regards the busy 
season. Nearly all the product was exported. The export, 
which was negligible at the beginning of the century, 
rose to 2*6 million lb. in 1913-14, reaching a peak of 
14 million lb. in 1920-21. Owing to the great slump in 
rubber prices due to over-production, the “ Stevenson 
Plan ” of limiting exports was formulated in 1922. It- 
was adopted voluntarily by many planters in India and 
enforced by legislation in Ceylon and British Malaya. 
Prices revived gradually^ culminating in a minor boom in 
1925, after which they again fell, especially after 1928 
when restriction was given up, touching the lowest 
point at 1 [ \ d. per lb. in 1932. A new Restriction 
Scheme, including the Dutch East Indies, was adopted in 
1934 for regulating the production and export of rubber 
so as to reduce the existing world stocks and maintain 
a reasonably remunerative price level. Thereupon, prices 

tended to rise. 

During the second World War the Government of 
India, while stopping all exports of rubber, purchased 
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the whole output, as supplies from the chief rubber- 
producing countries, like Malaya, Java and Burma, were 
not available. The war also gave a stimulus to the 
manufacture of tyres and other rubber goods, which had 
already started in 1936 when a large factory for the 
purpose was established near Calcutta. 

After the war the industry suffered, because the 
prices tended to fall. Among other measures to help 
the industry, the Indian Rubber Board was constituted, 
with headquarters at Kottayam, in 1947. The Board 
was to develop the rubber industry, to see to the 
marketing of rubber, and to regularise import and 
export. It was also to deal with the two important 
questions of maintaining prices of Indian rubber at the 
proper level and of permitting imports to the required 
extent. The present position of the rubber-growing 
industry is different from that before or during the war, 
chiefly because there is now a big internal market 
consequent on the growth of a great rubber-goods 
manufacturing industry which consumes more rubber 
than the growers can produce. When all the rubber- 
goods manufacturing enterprises, now in process of 
formation, start working, larger imports will be needed 
or internal production will have to be increased. The 

expansion of the internal market for raw rubber may 

thus give an impetus to rubber-growing in India. 

Like rubber, cinchona was planted at the end of 
the nineteenth century in the areas where the coffee 
P antations had been devastated. The chief centres of 
production are North Bengal and Southern India. The 
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plantations, both Government and private, cover a small 

area and produce an output which 
Cinchona imect Only a fraction of the 

demand in India. The bulk of the supply for the 
whole world comes from Java. 

Indigo has been cultivated and used as a dye in 
India from very ancient times. Its export became 
important, for the first time, only in the eighteenth 
century. But the quantity exported was small as com¬ 
pared with the amount of exports in the nineteenth 

century which witnessed the rapid 
Indigo expansion of the industry, under the 

control but not the direct management, of European 
planters. Unlike in the other plantation industries, in 
the indigo industry there was hardly any direct culti¬ 
vation by the European planters or agents. The so-called 
planters merely gave advances to the cultivators and 
supervised the cultivation. Under this system, the 
agriculturist agreed to put a certain area under indigo 
and to sell the product to the planter at a price fixed at 
the time of the contract, subject to the deduction of the 
advances made. Occasionally the planters owned the 
land which they leased to the cultivators for growing 
indigo which was to be sold to them During the 
nineteenth century there were frequent troubles between 
the planters and the cultivators, resulting in unrest and 
strained relations. But, in spite of these difficulties, 
there was a rapid expansion in both the area under 
indigo and the exports up to 1897. From that year the 
industry declined, owing to the competition of German 
synthetic dyes in the home as well as foreign markets. 
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so that by 1913—14 the area under indigo was reduced 
to one-tenth of what it had been in 1896, with a corres¬ 
ponding fall in exports. 

During the first World War the industry revived, 
owing to the fact that the German synthetic dyes were 
shut out from the markets of the Allies. But the 
revival was short-lived, as it came to an end after 1918, 
when the German dyes reappeared on the scene. In 
1918, a cess was levied on the exports of indigo for 
providing a fund for research into the methods of 
preparation for the market so as to enable Indian indigo 
to compete with synthetic dyes. The best Indian indigo 
is that grown in Bihar, Orissa, Benares and Oudh, while 
the indigo grown in Madras is of uncertain quality, 
tending to pull down the reputation and price even of 
the superior indigo grown in Northern India. 




Early History 


Chapter XVI 
The Sugar Industry 

The arts of preparing, refining and crystallizing raw 
sugar have been practised in india from ancient times. 
Probably the knowledge of some processes of manu¬ 
facture was derived from China. The finer qualities of 
crystallized sugar were exported to England from Bengal 

by the East India Company. This 
export trade ceased to be profitable 
and practically died out, when the British Government, 
in order to favour the sugar planters of the West Indies, 
levied a prohibitive import duty on Indian sugar. But 
it revived by about 1845, as there was a demand for 
raw sugar for the large refineries which were then 
established in Great Britain. Soon after, refineries on 
European methods and with European capital were set 
up all over India, which tended to diminish the import 
of refined sugar by contesting the Indian market against 
them. Till 1863 the imports were less than the exports, 
but in that year they exceeded the exports for the first 
time, and continued to do so for many years thereafter. 
They came mainly fiom Mauritius, where British planters 
had developed the cane sugar industry with the help of 
Indian labour. Towards the close of the century, a very 
large import of Austrian and German beet sugar, under 
a system of bounty on exports, added itself to the supply 
from Mauritius, swelling the volume of imports to 46 
lakhs of cwts. in 1897-98, and 60 lakhs of cwts. in 
1901, In 1902 the influx of beet sugar from Austria 
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and Germany was checked by the levy of an import 
duty equal to the bounty on it. 


Meanwhile, the International Sugar Conference, which 
met at Brussels in 1901-02, decided against the system 
of bounties and countervailing import duties. In 
pursuance of this decision, the continental countries ceas¬ 
ed to grant bounties on production or export, and, in con- 

The Internationa! Sequence, the Government of India 
Sugar Convention, aboHshed the import duty on bounty- 

Xo02 ^ ^ 

fed sugar in 1904. Thereupon, while 
the import of continental beet sugar declined, that of 
cane sugar from Mauritius, which, having no 
advantage of a bounty, had suffered in competition 
with the sugar from Europe, increased. About this time, 
Java turned its attention to India, and, before long, 
became the largest exporter of sugar to the InJian 
market. Having lost the Japanese market owing to the 
development of the sugar industry in Formosa and the 
American market because of the preference granted to 
Cuban sugar by U. S. A under the Reciprocity Conven¬ 
tion of February 1904, it sent increasing -supplies of 
sugar to India. Asa result, the imports rose rapidly 
reaching 180 lakhs of cwts. in 1913 - 14 . 


During the first World War the world output of 

sugar fell much short of the demand, owing largely to 

Thi^ed r°fbeet sugar in Europe- 

inm T H- m quantity of sugar imported 

.he war. the reduc.ion in inrpor.s con.L'ed along twth 
the rise m prices. But from 1924 the tide turned The 
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world production of sugar steadily grew so as to exceed 
the demand, and there was, in consequence, not only a 
marked fall in the price but also a large increase in the 
quantity of sugar imports. 


The imports captured a considerable portion of the 
Indian market and thereby prevented the growth of the 
Indian sugar industry, even if they did not otherwise 
affect it injuriously. Some amount of protection had 
already been granted to the industry. In 1916 the 5% 

import duty, which had been levied on 
sugar since 1894, was raised to 10^. 
The duty was further raised successively to 15% in 1921, 
and 25,^ in 1922. In 1925, sugar of superior quality was 


Protection 


subjected to a specific duty of Rs. 4—8—0 per cwt., 
which was estimated to be equivalent to 30'^ ad valorem, 
while the duty on sugar of inferior quality remained 
at 25%,. There was a further increase of the duty by 
Rs. 1-8-0 per cwt. in 1930. But more substantial 
protection was required, especially on account of the 
great fall in the price of sugar which was only Rs. 7-15-0 
per cwt. in 1930 as against Rs. 40 in 1921. 


The Tariff Board, which inquired into the condition 
of the industry in 1931, recommended the grant of pro¬ 
tection to it for a period of fifteen years. For the first 
seven years the existing import duty of Rs. 6 per cwt. 
should be increased to Rs. 7-4-0, and for the rest of the 
period the duty was to be Rs. 6-4-0. In case 
the market price of imported sugar in Calcutta fell be¬ 
low Rs. 4 per maund, the Government of India could 
raise the duty by 8 annas a cwt., obtaining the 
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necessary legislative sanction for it in due course. 

The Board also recommended adequate grants to 

the Imperial Council of Agricultural Research for 

purposes of research in sugar. Further, in order to 
safeguard the interests of the sugar-cane growers, it 

suggested the regulation of the price of sugar-cane with 
reference to the price of sugar manufactured from it on 
the basis that the price of the raw material should be 
half that of sugar, subject to a minimum of 6 annas a 
maund which might be increased by one anna in the 
initial stages of protection. While the Tariff Board 
report was under consideration, the import duty was 
raised to Rs. 7-4-0 per cwt. in the Budget for 1931-32 
as a provisional measure. In 1932 the Sugar Industry 
Protection Act was passed, giving effect to the Tariff 
Board’s recommendations. The protective duty was to 
be Rs. 7-4-0 per cwt. up to March 31, 1938, and it 
could be enhanced, if necessary, during the period. The 
protection, thus granted, led to a rapid expansion of the 
industry which was thereby revolutionised. 

In April, 1934, an excise duty was levied, in the 
teeth of opposition, on factory-made sugar in India 
partly to make up for the loss of central revenues 
arising from reduced imports of sugar and other causes 
and partly to check the unhealthy growth of the suoar 
industry, stimulated by the revenue surcharge of 25 per 
cent on the protective duty imposed in September 1931 
It amounted to Rs. 1-5-0 per cwt., the rate at’which 
the surcharge was then levied. In 1937 both the excise 
duty and the surcharge were raised to Rs. 2 per cwt. 
The former was again increased to Rs. 3 per cwt. in 1940, 
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followed by an increase of the import duty by the 
amount. 


same 


Meanwhile the Taritf Board made another inquiry in 
1937, with a view to determine the amount of protection 
required by the industry for the rest of the period of 
protection, i. e. till March 31, 1946. It recommended 
the continuance of protection for the remaining eight 
years, the rate of the import duty being Rs. 7-4-0 per 
cwt. exclusive of the amount added for countervailing 
the excise duty. The Government delayed action on 
the Tariff Board report until 1939, and by that time 
conditions had changed in the world sugar market as 
well as in the United Provinces and Bihar, where the 
Governments of those provinces had adopted measures 
to control and regulate the sugar industry. In view of 
the changed circumstances, the Sugar Industry (Protec¬ 
tion) Act, 1939, fixed the import duty at Rs. 6-12-0 per 
-cwt. for two years. In 1941, by another Act, that duty 
was extended first up to March, 1942, and later till 
March, 1947. 


In accordance with the recommendation of the 
Tariff Board for fixing the minimum price of sugar-cane 
so as to protect the interests of cane-growers, the 
Central Legislature passed the Sugar-Cane Act, by which 
the Provincial Governments were enabled to adopt 

schemes for securing a minimum 
price for cane to be paid by the 
factories to the growers. The Govern¬ 
ments of the United Provinces and Bihar took measures 
to enforce a minimum price for cane. At the same 


Assistance to 
Cane-growers 
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time, ihe Government of India undertook to constitute a 
fund of about Rs. 7 lakhs, to be utilised for assisting the 
cane-growers in the provinces, where white sugar was 
produced, to organise and operate co-operative societies 
which would help them to secure fair prices, or for 
other similar purposes. Besides securing fair prices for 
sugar-cane, attempts have been made since 1901-2 to 
improve Its quality and supply. In 1931, the Tariff 
Board recommended an annual grant of Rs. 10 lakhs to 
the Imperial Council of Agricultural Research for 
research in sugar-cane. Again, in 1938, it recommended 
an allotment of 3 annas per cwt. from the e.xcise duty 
to be utilised for central research and assistance to the 
provincial Agricultural Departments. Useful research 
IS carried on by the Agricultural Departments, the 
Impena Cane- breeding Station at Coimbatore and the 
Imperial Institute of Sugar Technology at Cawnpore so 
as to increase the output by introducing improved varie- 
ie:> ot cane. Since 1930-31, the acreage under improved 
varieties has rapidly increased in all the provinces. 


90 mnl’^^^’r''" Syndicate, comprising 

90 mills, was formed with a veiw to prevent excessive 

internal competition and to check an abrupt fall in 

Ui^md P passed in the 

every mill m these provinces to obtain a licence fror^ 
the Government and to join the Sugar Syndicate and 

sell Its sugar through it. In 1940 >^a“icateand 

was also established in order to exercis?^he°™™*^*”°^ 
Government control over - - necessary 

Sugar Syndicate. 


the industry through the 
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By the time the second World War broke out, the- 
sugar industry had rapidly expanded. The number of 
sugar factories had grown from 32 before 1932-33 to 
145 in 1939-40. The output of sugar had increased 
from 151,650 tons in 1930-31 to 1,230,900 tons, 

- inclusive of 100,000 tons of khandasarf 

Effects of 

the Second sugar, in 1936-37. After some decline 

World War during the next two years, it rose again 

to 1,350,000 tons in 1939-40, On the other hand, the 
imports had fallen from about 1,000,000 tons in 1930-31 
to 23,000 tons in 1936-37. India had attained self- 
sufficiency in sugar. She was the largest sugar-producing 
country in the world, and her sugar industry was next in 
importance only to her cotton textile industry, providing 
employment to over 1,20,000 workers. This was the 
result primarily of the tariff protection granted to the 
industry. Another factor which was also helpful in 
this direction was the low price of land, materials and 
machinery on account of the world economic depression. 
But during the war the industry failed to derive any 
appreciable benefit. The price of sugar has been con¬ 
trolled by the Government since 1942, except for a brief 
interval of decontrol in 1947-49, while costs tended to rise. 
The export was handicapped by the International Sugar 
Convention of 1937, in pursuance of which the Govern¬ 
ment of India prohibited the export of refined sugar 
by sea to any country, except Burma, for a period of five 
years. In 1940, however, export was temporarily 
permitted so as to enable India to supply 2 lakh tons 
of sugar to the United Kingdom owing to the emer¬ 
gency of the war. But as the price offered by the: 
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British Government was low, no export was made to 
the United Kingdom. In 1942, as a result of the dislo¬ 
cation of exports from Java, large quantities of sugar 
were exported through the Government of India to 
meet the war demand in the Middle and Near East. 
But subsequently, even though there was no restriction 
on exports owing to the termination of the Interna¬ 
tional Sugar Convention in 1942, exports declined as 
production was hardly sufficient to meet the home 
demand. 

As a result of partition, an area of 7 million 
acres under sugar-cane and 9 sugar factories with a 
total production of 29,507 tons of sugar fell to the 
share of Pakistan. The bulk of the sugar-cane and 
sugar production was left with India, which had an 
area of 3*7 million acres under sugar-cane and 165 
sugar factories, including 7 gur refineries, with a total 
output of 1,075,000 tons of sugar. Of late, plans have 
been worked out in Pakistan to increase sugar produc¬ 
tion, which is far too inadequate, by the establishment of 
ten new sugar mills, of which the one which is being 
created at Mardan in the North-West Frontier 
Provinces is expected to be the largest and most up- 
to-date of its kind in Asia. 

A special feature of the Indian sugar industry in 
recent years was the part played by the Sugar Syndicate. 
It was set up to maintain prices at a remunerative level. 
It did so in 1937, when there was a crisis in the industry 
owing to overproduction and consequent collapse of 

13 
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prices, and again in 1940, when there was another crisis 

of the kind, incurring in the latter case 
^ hcavy loss. It had, however, little 
to do in this direction from April 1942 
till December 1947, as, during this period, the sugar 
prices were controlled by the Government. But when 
sugar was decontrolled in December 1947, it resumed 
its activities in connection with the regulation of 
marketing and distribution of sugar. After June, 1949, 
the sugar prices began to rise and soared high in July 
and August, while, at the same time, there was an acute 
scarcity of sugar in the open market. In the face of the 
crisis thus created, the Government intervened and re- 
imposed sugar control in September, 1949. In 1950 the 
Tariff Board was asked by the Government to examine the 
question of protection to the sugar industry and to inquire 
into the causes of the sugar muddle. In its report, the Tariff 
Board severely condemned the activities of the Sugar 
Syndicate, holding that they were primarily responsible for 
the sugar muddle, though the Central and the Provincial 
Governments also were to blame to some extent, the for¬ 
mer for its complacent attitude and the latter for the lack 
of a co-ordinated policy regarding the sugar situation. 
It recommended the withdrawal of the recognition 
granted to the Sugar Syndicate by the U. P. and Bihar 
Governments on the ground that “ the Syndicate’s 
control over its members has been ineffective and it has 
failed to prevent its members from charging high 
premiums for sugar in conditions of scarcity without 
due regard to the interests of the consumers ” and that 
from December, 1947 it “deliberately launched on a 
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policy of creating a psychology of scarcity in the 
market in order to bring about an excessive rise in the 
level of prices ”, culminating in the sugar muddle. 
Accordingly, the U. P. and Bihar Governments with¬ 
drew their recognition of the Syndicate in March, 1950, 

and thereupon the latter went into voluntary liquida¬ 
tion. 

As regards the question of protection to the sugar 
industry, the Tariff' Board recommended the disconti¬ 
nuance of protection from April 1, 1951. The recom¬ 
mendation was accepted by the Government which 
cancelled the protective duty on sugar and levied instead 
a revenue duty of the same amount. In suggesting 
the withdrawal of protection, the Tarilf Board was 
largely influenced by the self-complacency developed 

Lines of industry under sheltered 

Development Conditions. It observed that “ the 

continuance of protection for the last 
18 years has produced the attitude of complacency on 
Uie part of the three parties, viz.. Government, the 
industry and the cultivator..and consequently they 
have not taken sufficient steps to improve the overall 
efficiency of the industry so as to bring down its cost 
of production.” It also indicated various measures for 
increasing efficiency and reducing the cost of produc¬ 
tion by overcoming the handicaps from which the 
industry suffered. The industry is handicapped in 
several respects. The sugar-cane available is generally 
poor in sugar content, and it is grown only in certain 
egions, while more suitable areas are not utilised for 
the purpose. The sugar mills are concentrated for the 
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most part in Uttar Pradesh and Bihar, and heavy trans¬ 
port costs are involved in obtaining sugar-cane grown 
in distant parts of the country. The methods of pro¬ 
duction are not such as to extract the maximum amount 
of sugar from the cane. Finally, the by-products, viz. 
molasses and bagasse, are not as profitably used as they 
might be. For removing these handicaps the Board 
suggested the following measures : the improvement of 
the quality of the sugar-cane, the diffusion of the culti¬ 
vation of sugar-cane to the most suitable areas all over 
the country, the regional distribution of the sugar 
factories so as to secure, among other advantages, 
lower transport costs, the adoption of up-to-date 
methods and appliances in the manufacture of sugar 
and the production of power alcohol from molasses 
and of a wide range of products, such as insulating 
materials, press-board, wrapping paper, straw-board, 
plastics, resins etc., from bagasse which is now burnt as 
fuel in sugar factories. The future of the industry lies 
in its development along these lines, as it can thereby 
produce more efficiently and cheaply and face success¬ 
fully competition in the world markets. 



Chapter XVII 

The Iron and Steel Industry 

India had a flourishing iron industry in ancient 
times. There are references to it in early writings, 
apart from the testimony of monuments like the famous 
iron pillar near Delhi, which is held to be at least fifteen 
centuries old. It not only supplied all local wants but 

also provided finished products for 
Ancient Industry export to foreign Countries. The goods 

produced were mainly tools, imple¬ 
ments, arms, and accessories like nails, screws and 
horse-shoes. Though cannon of the largest calibre 
were manufactured in Assam, heavy goods were, on the 
whole, rare. The quality of the material turned out had 
a world-wide reputation. Indian steel known as wootz 
was eagerly sought after for the manufacture of the 
world famous Damascus blades. Its production as well 

as that of wrought iron had reached a high degree of 

perfection. Iron manufacture was diffused practically 
all over the country and carried on everywhere as a 
small-scale industry. Iron ore was smelted with char¬ 
coal m small furnaces which were set up in places 
where not only iron ore but also wood fuel for making 
charcoal were available. In course of time, this ancient 

industry decayed owing to foreign competition and the 
high cost of fuel. 


“°®teenth century, several attempts were 
a e, in different parts of the country, to manufacture 
iron according to the improved methods used in the 
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western countries. Notable among them was the effort 
of Josiah Marshall Heath as illustrating the remarkable 
spirit of enterprise that characterised these pioneer 
attempts and the enormous difficulties that faced them. 

A retired Madras civilian and a 
Pioneer Attempts friend of Charles Dickens, Heath 

entered on his new role of entrepreneur 
with great zest and enthusiasm. The company, which 
he organised, had leasehold rights in the four districts 
of South Arcot, Coimbatore, Malabar and South 
Kanara. It set up three factories at Porto Novo in 
South Arcot, Beypore in Malabar and Palampetti near 
Salem, and produced steel and pig iron which were 
much appreciated in England for their quality. The 
Sheffield iron-workers regarded the pig iron as superior 
to any produced in England or Sweden. From the outset 
the company was confronted with serious difficulties. 
There was a lack of skilled and experienced workmen. 
Charcoal was an expensive fuel, 3 75 tons of charcoal 
being required to make one ton of pig iron. Heavy 
transport costs had to be incurred, as fuel and flux were 
available only at a considerable distance. Owing to 
shipping delays, the supply to the foreign markets was 
irregular, which made it difficult to retain those markets- 
Moreover, the financial assistance, granted by the Govern¬ 
ment on more than one occasion in the initial stages, 
was no longer forthcoming. Thus pressed on all sides, 
the company was obliged to hand over the business to 
a new company. The latter carried on the work for 
some years and, as the results were not satisfactory, 
abandoned it finally in 1874. A similar fate overtook 
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all the other ventures of the kind made during this 
period, except one. 


That solitary and fortunate exception was the con¬ 
cern commonly known as the Barakar iron works. 
Established in 1875 at Barakar, near Raniganj, by the 
Barakar Iron Works Company, it was taken up by the 
Government in 1881 and later transferred to the Bengal 


The Bengal Iron 
and Steel Company 


Iron and Steel Company Ltd. It pro¬ 
duced about 35,000 tons of pig iron 
annually at the beginning of the 


present century. In 1903 it made an attempt to manu¬ 
facture steel, but gave it up after a year on account of 
unfavourable conditions. No longer distracted by steel 
manufacture, it then gave its undivided attention as 
before to the production of pig iron, which steadily 
expanded. The estimated output of pig iron was 50,000 
tons a year in 1907, and it rose to 120,000 tons by 1917, 
the increase being due largely to the extension and re¬ 
modelling of plant in the meantime. 


A new era in the annals of the iron and steel indus¬ 
try in India opened with the entry of the Tata Iron and 
Steel Company Ltd., into the field. Though the company 
was incorporated in 1907, the ground had been well 
prepared for it long before by Jamshetji Tata, its 

The Tata Iron and industrial geniuS of the 

steel Company highest calibre who easily took .rank 

with the world s foremost entrepre¬ 
neurs and had few equals in India, he had been 
attracted, early in his career, by the possibility of 
manufacturing iron and steel on a large scale in the 



200 


country. But he had to wait till late in life to work out 
a practical scheme for realising it. He had a survey 
made, at his own expense, in Bengal and Bihar by 
American and European experts with a view to ascertain 
the prospects of a large-scale iron and steel industry on 
modern lines. The result of the survey being very 
favourable, he proceeded to make arrangements for 
starting the industry. But in the midst of the prepara¬ 
tions which were far advanced, he died in 1903, leaving 
the work to be completed by his sons. The latter floated 
the Tata Iron and Steel Company Ltd., four years 
after his death, with an initial authorised capital of 
Rs 2,31,75,000 which was entirely Indian, and began 
the construction of works at Sakchi. This obscure 
Santali village, situated about 155 miles west of Calcutta, 
was chosen in preference to other alternative sites, 
because it was the most convenient centre for assembling 
all the necessary raw materials — coal from the Jherria 
coalfields, iron ore from the Gurumaishini iron mines, 
and dolomite, the flux and refractory material, which 
was available at a distance of forty miles. It had also 
the advantages of a perennial water supply so essential 
to steel manufacture, and abundant space for future 
extensions of the works, besides transport facilities 
which were eventually provided by the extension of the 
railway from Kalimati. The works were completed in 
1911. The production of pig iron commenced immedi¬ 
ately and that of steel in 1913, after the initial difficulties 
in connection with the steel furnaces had been overcome. 
The Government assisted the company by agreeing to 
purchase for the State railways about 20,000 tons of steel 
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rails annually for a period of ten years at a price not 
higher than that of similar imported rails, and by giving 
a freight concession of 0.15 of an anna per mile on the 
carriage of all the raw materials required and the 
finished products sent out for shipment to Calcutta. 
The company employed about 9000 hands, of whom 125 
were European engineers and skilled supervisors, and 
had earned a profit of Rs. 8,58,583 by the end of the 
first working period in November 1913. Its works had 
then a capacity to produce 120,000 tons of pig iron and 
convert 85,000 tons of it into 72,000 tons of steel. 
There was no lack of demand. The home market alone 
would consume three or four times as much and orders 
were received from Japan, China, Java, Ceylon, Burma, 
the Straits Settlements, Australia and South and West 
American countries. This made the outlook very bright 
for the company which was not only the leading iron 
and steel manufacturing concern but w^as identified with 
the industry as a whole and remains so to this day, 
despite the rise of other companies in recent years to 
share with it the honour of steel production. 

During the first World War the normal iron and steel 
imports practically ceased, giving the Tata Company a 
virtual monopoly in the Indian market. The Company 
made good profits, though they were lower than those 
of companies in similar position abroad owing to the 
fact that it had entered into long-term contracts with 

Effects of the First . Government for the supply of 
World War Steel goods for war purposes at mode¬ 
rate prices. The enormous war 
demand led to the working of the original plant at 
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Jamshedpur — the new name given to Sakchi to com¬ 
memorate the pioneer work of Jamshetji Tata—to full 
capacity and the projecting of what were known as “ the 
greater extensions” by 1916-17. The latter, which 
included several additions to the existing plant, such as 
two blast furnaces, three open hearth furnaces, two 
duplex furnaces, rolling mills, sheet mills etc., were 
scheduled to be completed by 1921, but, owing to 
unexpected delays caused chiefly by the post-war boom, 
they came into operation only in 1925. The favourable 
conditions created by the war also benefited the Bengal 
Iron and Steel Company which not only increased its 
output of pig iron but also produced, since 1917, consi¬ 
derable quantities of ferro-manganese for export. They 
further encouraged the floating of several new iron and 
steel ventures, two of which proved successful. One of 
the two was the Indian Iron and Steel Company Ltd., 
started in 1918 by Burn & Co. of Calcutta with an 
initial capital of Rs, 5,00,000. It erected its works at 
Hirapur near Asansol, depending on local coal, iron ore 
from Gua in Kolhan and flux from Gangpur State. 
Production, which commenced in 1923, was limited to 
pig iron, the bulk of which was exported, and eventually 
to be extended to steel under favourable circumstances. 
The other concern was the-Mysore Iron Works, owned 
by the Government of Mysore and situated at 
Bhadravati. The construction of the works started in 
1918 and, on completion, they commenced operation in 
1923, producing charcoal iron specially suitable for the 
manufacture of chilled castings, maleable castings, 
special steels, etc. 
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But after the war conditions took an adverse turn, 
and although both the manufacture of steel and that of 
pig iron were affected, the former suffered more severely. 

This was the result of the abrupt fall 

\proVecti!.n) ac\7 prices of Steel imports, which 

1924. ’ were below the cost of production of 

similar goods in India. The Tata 
Company found that its profits dwindled to 4% in 
1921-22. In the following year it could pay dividends 
only on the First Preference shares and in 1923-24 not 
even these di\'idends. 


By this time the Government had just adopted the 
policy of “discriminate protection" and appointed a 
Tariff Board to examine the claims of particular 
industries to protection. The Tata Company applied 
tor the grant of protection, making out a case for the 
imposition of a duty of 334% on all imported iron and 
steel. Thereupon the Tariff Board undertook an 
enquiry into the position and prospects of not only 
the steel industry but also a number of allied 
industries using steel as raw material. Beina 
satisfied that the steel industry as well as the 
other industries dependent on steel fulfilled the 
conditions stipulated by the Fiscal Commission for the 
grant of protection, it recommended that the existing 

duties of 15=4 on steel and IQv on steel rails and some 

other specified articles should be doubled or more than 

aTiL 'he Steel Industry (Protection) 

,1924, was passed levying protective duties on steel 

ngots as well as many enumerated iron and steel goods. 
The duties were specific in some cases and rLre,n 
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in others and the rates were not uniform, but, taken 
together, they amounted practically to what the Tata 
Company had asked for, viz. 33 j%. Bounties were also 
granted on the manufacture of steel rails, fishplates and 
railway wagons. Further, higher duties were imposed 
on imported fabricated steel, with certain exceptions, so 
as to protect the engineering industry against the rise 
in steel prices resulting from protection to the steel 
industry.The duties and bounties were to be in force for 
three years, after which they were to be revised on 
another inquiry by the Tariff Board. 

The protective measures of the Steel Industry 
(Protection) Act, 1924, were based on the calculation 
that while the Tata Company required an average price, 
including a fair profit, of Rs. 180 per ton, the average 
price, without import duties, of imported steel was 
likely to remain for a period at Rs. 140 per ton. But 
this basis was completely upset by a sudden and heavy 
fall in the price of steel imports, following the rise in 
the sterling value of the rupee from I s. 4 d. to 1 s. 6 d. 
in the summer of 1924. There was severe competition 
to be faced at first from Belgian, and later also from 
British steel. The Tata Company appealed for a corres¬ 
ponding increase of protection and the Tariff Board 
recommended that the duties should be doubled. The 
Government decided, however, to grant a bounty of 
Rs. 20 per ton of finished steel on not more than 70 
per cent of the monthly ingot steel output, payable up 
to September 30, 1925. The bounty was renewed, on 
expiry, at Rs. 12 per ton subject to a limit of Rs. 60 lakhs. 
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though the Tariff Board had recommended a rate of 
Rs. 18 per ton with a maximum liability of Rs. 90 lakhs. 

As the Act of 1924 was due to expire on March 31, 
1927, the Tariff Board again undertook a full inquiry 
into the position of the industry in 1926. It concluded 
that, in spite of improvements made since the first 
inquiry such as reduction in working costs and increase 

The Steeiindus- the industry required pro- 

try (Protection) taction in view of the prices of steel 
Act» 1927 imports, and recommended a scheme 

of protection to be in force for seven 
years. That scheme was accepted by the Legislature 
and passed into law in 1927, with some minor modifi¬ 
cations. By this Act basic duties, at rates varying with 
the nature of the goods, were levied on imported steel, 
wim an additional duty on steel of non-British origin 
While the Governor-General in Council might raise the 
basic duties and alter the additional duties in either 
direction, the consent of the Legislature was required 
to lower the former. Bounties were abandoned as 
being too costly to the consumers. The duty on 
imported tinplates was reduced from Rs. 85 to Rs 48 
per ton. With this amount of protection and ' the 

urther extentions of plant it proposed to undertake 

the Tata Company hoped to be able to dispense with 
protection by 1933-34. ^ 

The Indian Agreement with His Majesty^s Govern¬ 
ed " “"de at ^he oTwa 

nference held m July—August, 1932, excluded steel 

goods subject to protective duties in India and provided. 
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The Iron and Steel 
Duties Act, 1934 


for steel goods subject to revenue duties, a standard 

rate of 20% \vith a preferential rate of 
10% for such goods of British origin. 
The supplementary agreement regard¬ 
ing iron and steel, concluded soon after, secured, in 
return for the continued free entry of Indian iron and 
steel into the United Kingdom, preference for British 
galvanised sheets on the following terms : Rs. 30 per 
ton on sheet made in the United Kingdom from Indian 
sheet bar ; Rs. 53 on sheet made there from other sheet 
bar ; Rs. 83 on sheet not made in the United Kingdom. 
The Tariff Board, which, meanwhile, had been reviewing 
the question of protection to the steel industry, reported 
in favour of the continuance of protection at reduced 
rates while retaining the preferential principle. Its 


recommendations were embodied in the Iron and Steel 
Duties Act, 1934, which was to be in force for seven 
years. As the duties imposed by the Act were lower in 
certain important cases with consequent reduction of 
revenue, an excise duty of Rs. 4 per ton on steel ingots 
produced in India was levied as a revenue measure with 
a countervailing import duty on imported steel ingots. 
Preferential duties for British galvanised sheets were 
also provided for in the Act, so that the supplementary 

agreement lapsed. 


During the world economic depression (1929—33) 
there was a decline in the export of pig iron and in the 
import of iron and steel goods. Profits were also 
adversely affected by the fall in prices which was partly 
due to the depression, though the chief causes were the 
lower demand from the railways and the engineering 
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industry and the serious strike of 1928. On the other 
hand assisted by protection, the production of steel 

7 of X''"h ’ 'h Company supplied 

/-/o of the home demand for steel in 1932—33 as 

against 30% in 1927-28. After 1935, the iron and 

by t^e 7 f prosperity enjoyed 

y he industry everywhere as a result of mounting 

serdwtid ^ 

and broke out in September 1939, iron 

an enl practically ceased. There developed 

an enormous war demand which the industrv n..? ! 

increased production. In 1939 for examnle th ^ 

Of pig TOP rose .o , .835.000 .„„’s ZZ 

Effects Of the finished steel to 1,067,000 tons 

Second World War ^nd 1,062,900 tons respectively 

corresponding figures^ 

the face of the heavy demand tn s^ Government, in 

tion of steel for civd n oH Proper distribu- 

to the expansion of the "'^'fiary purposes. In addition 
the development of cer'tain™^ ° Production, there was 

such as the makin/Of when manufacture 

would improve the chances of 

India. building locomotives in 

'’^“>0 Ac. of 

was discontinued since th^ere^^ which it 

- p^ccvc 
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Certain categories of tool, alloy and special steel 
products, however, continued to enjoy protection which 
would last till December 1954. During the war separate 
retention prices were fixed for war and non-war supplies 
of steel but from 1946 there was only one set of reten¬ 
tion prices for all supplies. The retention prices were 
lower than the selling prices and the dilference between 
them was paid to the Government by the producers as 
surcharge for the creation of a fund mainly to subsidise 
imports. In 1949 the Tariff Board held an inquiry to 
determine the fair retention prices for the Tata Iron & 
Steel Co., the Indian Iron & Steel Co. and the Mysore 
Iron Works. On its recommendation retention prices 
were fixed for these producers on the basis of cost and 
reasonable profit for a period of two years from May 1, 
1949. The retention prices for the Tata Iron & Steel 
Co. and the Indian Iron & Steel Co. were enhanced in 
1951 after another inquiry made by the Tariff Board, and 
those of the Mysore Iron Works in 1952 on the recom¬ 
mendation of the Tariff Commission. 

The partition of the country hardly affected the 
industry in India. All the iron and steel works are in 
India, and though Pakistan has a large number of 
foundries and re-rolling mills, India has a major share 
of production even in these branches of the industry. 
India has an immense advantage over Pakistan in the 
manufacture of iron and steel so essential to the indust¬ 
rial development of any country. 

After the war there was urgent need of renewing 
plant worn out by the pressure of war-time production 
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and also of increasing total productive capacity. Accor- 
dingly, the three chief iron and steel concerns adopted 
development schemes. The Tata Iron and Steel Co. 

has planned to increase its capacity 
Expansion Schemes from 750,000 to 950,000 tons per 


annum and obtained from the Govern¬ 
ment a loan of Rs. 10 crores for the purpose. The 
Indian Iron and Steel Co., with which the Bengal Iron 
Co. was amalgamated in 1936, became associated with 
the Steel Corporation of Bengal which was organised in 
1937, and in agreement between the two companies 
steel was produced by the latter out of pig iron and other 
requisite materials provided by the former. But since 
January, 1952, when the Steel Corporation of Bengal was 
merged with it, the Indian Iron and Steel Co. has 
assumed direct charge of steel production, and has 
worked out a scheme of expanding output from 280 000 
to 650,000 tons per annum, for which it has received a 
Government loan of Rs. 10 crores, in addition to the 
loan of about Rs. 16 crores granted by the World Bank. 
The capacity of the Mysore Iron Works is to be 
increased from 40,000 to 100,000 tons with the aid of a 
Government loan of Rs. 5 crores. Besides the expan¬ 
sion of output on the part of the existing firms mo 

duction ,s to be further increased by the establishment of 

caradfy tf 50°o m initial 

,000,000 tons. It IS to be erected in the course of four 
years with the aid of the German combine Krupts and 

14 
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Demag, with which an agreement has been made by the 
Government of India for the purpose. The new concern 
is to be known as Hindustan Steel Ltd. and will be 
located at Rourekela in Orissa. The establishment of 
this concern is in pursuance of the scheme for the 
increase of iron and steel production as laid down in the 
Five Year Plan. 


1 



Chapter XVIII 
The Coal Industry 

India has vast resources of coal. They are con¬ 
centrated chiefly in Bengal, Bihar and Orissa. Outside 
this area, they are found, to a lesser extent, in Hydera¬ 
bad, the Central Provinces, Assam, the Punjab, Baluchis¬ 
tan, Rajputana, Bikaner and Central India. But on 
the whole they are unevenly distributed so that there is 

a deficiency of coal in some parts of the country, parti- 
cularly in the Peninsula. 


The first attempt at coal mining was made in 1774 
at the time of Warren Hastings by the firm of Messrs. 
Sumner and Heatly, but without success. After that, 
there is no mention of coal mining until 1814 when 
some coal was raised near Raniganj., But the real begin- 

Deveiopment till industry dates from 

1914 the middle of the nineteenth century 

, , ^he advent of the railways which 

not only created a large demand for coal but also opened 

Railway Company to obtain Indian coal, which would 
be cheaper than imported British coal, led to the forma- 
lon o several jointstock companies, mostly owned and 
managed by Europeans, which started mining coal ^he 
output of coal amounted to 300 000 tons in iXfio a t 

M ’T, a"‘i 6,600,000 tons in 

1901 Meanwhile, ,ho industry had not oily obtaLed 

a virtual monopoly of the internal market in Bengal 
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but had also developed a considerable export to eastern 
markets such as Ceylon, Singapore, British Malaya and 
the East Indies. At the same time the imports declined: 
they amounted to 800,000 tons in 1881 and by the end 
of the century they had fallen below a quarter million 
tons. Coal production continued to increase since 1900, 
and in 1914 it stood at over 16,000,000 tons, of which 
more than 9,000,000 tons came from the Jherria field 
and 5,000,000 tons from the Raniganj field. The 
internal consumption also increased in this period^ 
the principal consumers being the railways, the jute 
mills, the cotton mills, the Tata Iron and Steel Co. 
and the Bengal Iron and Steel Co. In the quinquen¬ 
nium before the outbreak of the first World War the 
imports and exports averaged 455,000 tons and 825,000 
tons respectively. 

During the first World War the British coal supplies 
were cut off owing to shipping difficulties. The internal 
demand for coal increased on account of the war needs 
and the growth of industry. The prices rose. As a 
result, the production of coal went up and so did the 
imports of non-British coal, the bulk of which came 

from South Africa. In the post-war 
Post-War trade boom, the railways, in need of 

Difficulties replacements and repairs, could not 

meet the increased traffic, and coal 

deliveries were subject to great delays. In July, 1920, the 
export of coal was prohibited by the Government 
except under licence, and later exports were allowed on 
a restricted scale only to certain specified bunkering 
ports such as Colombo, Aden, Sabang and Singapore. 



This was done not only to economise railway waggons 
but also to conserve supplies and to relieve the conges¬ 
tion of the docks with bunkering coal so as to facilitate 
the shipment of coal to Indian ports.* Meanwhile, the 
coal output declined ; it fell from 21-7 million tons in 
1919 to 17 million tons in 1920. With the continued 
decline in stocks, exports were entirely prohibited, 
except for a limited amount for the Ceylon Government 
railways. The chief cause of the heavy fall in output was 
the shorUge of labour. In order to step up production 
with a view to meet the increased internal demand for 
coal, higher wages were offered to labour at this time. 
But the rise in wages, by enabling the worker to earn as 
much as before in a shorter time, only induced him to 
stay away from work more than before. A good harvest 

also had the same effect since it made the worker less 
eager to seek work in the mines. 


I^n 1923 the restrictions on exports were removed 

not follow. 

uring the period of the embargo on the export of coal 
India s competitors had established themselves in her 
external markets. The advantage of business connection 

for thSr 1 ^ ureinforced by the preference 

quahtv of T f unreliable 

^ / Indian coal. Moreover, the cost of produc- 

was high. Apart 

from Its failure to regain its former external markets it 

was the largest consumer of 
Bengal coal, bn, m 1921 i, obtained most of its coa, 
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from abroad. South African coal which was imported 
in large quantities was both cheaper and of better 
quality. The cost of Bengal coal was high on account 
of the heavy freight rates from Calcutta to Bombay, and 
its quality was uncertain. Moreover, even in the 
absence of imports, it could command only diminishing 
sales in Bombay with the increasing use of oil and 
electricity in the mills. 


The depression in the industry, caused by the loss 
of the greater part of the export markets and the 
competition of South African coal in the home market, 
led the coal companies to ask for a countervailing duty 
on South African coal in addition to the existing 

specific duty of 8 annas per ton, and 

Comnlluce” ^924 Legislative Assembly passed a 

resolution demanding a Tariff Board 

inquiry into the question. In view of the technical 

questions involved, the Government decided in favour 

of an investigation by an expert coal committee before 

referring the question to the Tariff Board. Accordingly, 

the Indian Coal Committee was appointed. In its 


report, submitted in 1925, it laid down various measures 
of improvement. It recommended the increase of the 


railway rebate on exported coal from 25 to 37^ per cent 
and the reduction of port and river dues. Since the 
unreliable quality of coal was a major cause of the loss 
of custom, it urged the formation of a Grading Board 
which should grade the coal and issue certificates of 
export so as to ensure that purchasers obtained coal of 
the quality required by them. Though grading was to 
be voluntary, only those collieries which came within the 
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scheme of grading would be eligible for railway rebates 
and special concessions from the Port Commissioners. In 
order to increase output and reduce costs, the Commit¬ 
tee suggested (i) the adoption of more mechanical appli¬ 
ances of production involving a concurrent improvement 
in transport facilities and (ii) the avoidance of stacking, 
which was wasteful, by the introduction of mechanical 
loading appliances. Additional means suggested for 
reducing costs included the extension of rails to the work¬ 
ing face of the pits so as to obviate the carrying of coal 
in baskets from the face to the tubs ; the concentration 
of work in smaller areas which would economise the 
supervision of plant and labour; and the introduction 
of more regular working shifts, concentrating produc¬ 
tion in four to six days instead of spreading it over 
seven. 

The Government accepted the Committee’s pro¬ 
posal to institute a Grading Board, and, after the necess¬ 
ary legislation was passed in 1925, it constituted the 
Indian Coal Grading Board in the following year. 
The railway companies and the Port Trust Authorities 

granted the proposed reductions in freights and port 
dues. 

In 1926 the Tariff Board examined the question of 

protection to the coal industry and of the levy of 

countervailing duties on South African coal. It 

concluded that there was no case for general protection 

and that it was not desirable to impose a countervailing 
duty on South African coal. 
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The industry began to recover from 1926, and 
production rose, reaching a peak of 23,803,048 tons in 
1930. With the onset of the world economic depression 
and the consequent decline of industrial activity and 
trade, the demand for coal fell, prices went down, and 

many collieries had to suspend produc- 
Recover/ tion. The output of coal diminished, 

touching the lowest point at 19,789,163 
tons in 1933. But from 1934 when the economic recovery 
started, production rose again and by 1937 it stood at 
25,036,386 tons. The output in the next two years was 
even greater, being 28,342,906 tons in 1938 and 27,700,000 
million tons in 1939. In the period 1937-40 exports ex¬ 
panded considerably after having sunk very low during 
the economic depression. In 1939-40 they amounted to 
2,000,000 tons as against 311,000 tons in 1934-35. This 
big spurt in exports was caused partly by the Sino- 
Japanese war which prevented Japan from supplying 
coal to the Far Eastern markets as before and partly by 
the cessation of exports of coal from South Africa 
which were prohibited by the South African Govern¬ 
ment. Internal consumption also increased, in spite of 
the increasing use of electricity and oil in place of coal 
and the reduction of the demand from the railways 
which tended more and more to obtain coal from their 
own collieries. This was brought about by the increas¬ 
ing industrialisation of the country which implied a 
greater demand for coal. 

Meanwhile, the question of the conservation of 
India’s coal resources was brought into prominence by 
the warning which was issued by Sir Lewis Fermor, 
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Director of the Geological Survey of India, in an official 
bulletin in 1936, that India’s resources of good quality 

coal might be exhausted within the 
Comm°ue”"i936 hundred years. The Govern¬ 

ment of India appointed the Coal 
Mining Committee to suggest measures not only for 
the conservation of coal but also for the increase of 
safety in the mines. The Committee, which reported in 
May 1937, found that unlike second-class coal which was 
available in practically unlimited quantities, first-class 
coal was not so abundant and that it must be conserved by 
means of stowing. In accordance with this recommenda¬ 
tion, the Coal Mines Safety (Stowing) Act was passed in 
April, 1939. The Act provided for stowing and the 
construction of protective works for the safety of the 
underground workers and for the creation of a fund by 
the levy of an excise duty on coal and coke for assist¬ 
ance towards stowing. The Coal Mines Stowing Board 
was set up in Calcutta to enforce the Act and thereby 

prevent the uneconomic extraction of coal and ensure 
the safety of the miners. 

With the outbreak of the war in 1939, there was a 
brisk demand for coal which led to the clearing of the 
surplus stocks which had accumulated during the short 
period of recession on the eve of the war. In 1940 
however, stocks began to accumulate again on account 

of waggon shortage. The transport difficulties put a 

heavy strain on the deliveries of coal not only for 

also for the foreign markets. 
But after 1942 the problem was one of falling produc¬ 
tion. As large numbers of workmen were diverted to 
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war services, there was a shortage of labour which, 
together with the rising costs, brought about a decline 
in production. From 1944 the Government controlled 
the prices and movement of coal so as to conserve and 
apportion the coal supply to the essential needs. It also 
took measures to increase output, such as bonus on 
production, concessions in excess profits tax and allow¬ 
ance for depreciation, and special arrangements for 
recruitment of labour. These measures and the 
application of modern mining machinery increased 
production, which amounted to 29,000,000 tons in 1945. 


In order to review the position of the industry with 
special reference to the recommendations of the previous 
committees and the extent to which they had been 
implemented, the Government appointed the Coalfields 
Committee in December, 1945. The Committee, which 

reported in 1946, recommended, 

Committee!’V9« among Other things, that a National 

Coal Commission should be constitut¬ 
ed in order to bring under a single authority all matters 
relating to the coal industry which were dealt with 
by a number of departments under different ministries. 
No action, however, was taken on this recommendation. 
The Working Party for the coal industry, which was 
appointed in 1950, came to the conclusion that a stage 
had been reached when zonal production should be 
adopted and good quality coking coal should be 
conserved. It also drew attention to the great potenti¬ 
alities of the coal fields of Assam, Orissa, Singareni, 


Madhya Pradesh, West Bengal and Bihar. In 1951 the 
Planning Commission recommended the enactment of a 
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law to regulate the production and distribution and 
prices of coal as well as the miners’ welfare. Accordingly 
in January, 1952, the Government promulgated an 
ordinance establishing a Coal Board with the Coal 

Commissioner as chairman to exercise control over the 
industry. 

One of the chief problems facing the industry at 
present is the high cost of labour. Apart from a rise in 
wages, several necessary amenities have been provided 
for the miners. While the higher wages and better 
amenities are, no doubt, due to the miners, they must 

be accompanied by an increase in 
Chief problems productivity. Unfortunately, however, 

while labour costs more, it produces 
as little as, if not less than, before. Another problem 
is the unscientific exploitation ot coal mines leadina to 
waste of coal resources and premature exhaustion of the 
mines. The problem has received attention since 1935, 
and m 1949 the Metallurgical Coal Conservation Com¬ 
mittee urged the imperative need of conserving good 
quality coal and adopting suitable measures for the 
purpose. Lastly, the present output of coal is round 
about 32,000,000 tons, of which the vast bulk is consum¬ 
ed at home and the rest exported. After the loss of the 
Pakistan market, the output is in excess of the demand, 
and such a condition of overproduction may react 
unfavourably on the development of the industry. 
Hence it is of great importance to develop exports 
especially to that part of the world where India can best 
do so. What Lord Curzon said long ago in this 
connection is still true to-day. Addressing a gathering 
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of gentlemen interested in the coal trade in 1903, he 
said: “ Indian coal can hardly be expected to get 
beyond Suez on the west or Singapore on the east. At 
those points, you come up against English coal on the 
one side, and Japanese coal on the other. But I wish to 
point out that there is a pretty extensive market between, 
and I think that Indian coal should make a most 
determined effort to capture it.” 


Chapter XIX 

Miscellaneous Large-scale Industries 

Under this heading we group together for the sake 

of convenience a number of large-scale industries other 

than the major large-scale industries, such as the iron 

and steel industry, the cotton-mill industry, the jute 

industry, the sugar industry etc., which have already 

been treated each separately. The chief industries in 

this group are the engineering, chemical, tannine 

paper, glass, cement, match, salt and oil-milline indus¬ 
tries. 


The Engineering Industry 

In the second half of the nineteenth century the 
engineenng industry was chiefly concerned with repair 
work for the railways carried on in the railway work¬ 
shops. Towards the close of the century workshops 
were set up to meet the needs of large-scale industriL 
such as jute, tea coal, cotton etc., and of the Public 

Works Department in charge of the 
Origin construction of buildings, bridges, 

, .. irrigation projects, etc. With the 

establishment of the Tata Iron and Steel industry at 
Jamshedpur, a number of industries grew up around it 
u 1 ising Indian steel for the manufacture of implements’ 
machines and other metal products which prevTously 
ad not bcOT manufactured at all or to any large extent 
m ndia. The establishment of Government 
factor,es a, Cossipur, lahapur, Dum . Dam. Kirkee aod 



Jubbulpore marked another step in the development of 
the engineering industry. 

As its fortunes depended largely on those of the iron 
and steel industry, the engineering industry obtained 
protection, as a rule, along with that industry. While a 
large number of its products were given the benefit of 
protective duties, certain branches of the industry, such 

as locomotive building, steel castings 
Protection and enamelled ware were not granted 

protection on the ground that they 
had no chance of being firmly established in the near 
future. Agricultural implements also were not protected, 
as protection would send up their prices and thereby 
impose a heavy burden on the agriculturists. In some 
cases, as, for example, the tin-plate industry, protective 
duties were levied, even though it was felt that the 
industry might not ultimately attain a stable footing. 

Since the outbreak of the war in 1939 the engineer¬ 
ing industry has received a great stimulus. There was an 
expansion of the ordnance factories together with an 
increase in the manufacture of machine tools and 

engineering stores connected largely with war require¬ 
ments. There was also the develop- 

Rapid ment of manufacturing capacity in 

other directions such as automobiles, 
ships, radio receivers, Diesel engines, 

textile machinery, sewing machines, bicycles, power- 
driven pumps, ball-bearings, piston rings, electric 
motors, electric fans and lamps, storage batteries, cables 
and wires, industrial boilers, etc. Further the engineering 


223 


industry was capable of manufacturing innumerable 
other items which were of importance to the industrial 
system of the country. While most of the mechanical 
engineering industries hardly existed or had only a 

negligible capacity till 1939, there are now as many as 

75 comprising about 900 organised units, besides a large 
number of small units performing useful service to 
industry in all parts of the country. 

This rapid development of the engineering industry 
in recent years may be illustrated by a few examples. 
The large-scale manufacture of Diesel engines, initiated 
only in 1940, has increased enormously by 1951, and with 
the creation of new units and theincrease in the capacity 
of the existing ones, the output will go up further. 


In the manufacture of electric motors the range of 
production has expanded to 50 H. P. and prototypes of 
lou H. p. motors have already been successfully pro- 
duced. The output of the industry has increased so as 
to supply a creditable proportion of the total demand. 


There are at present 13 units engaged in the manu- 

facture and assembling of trucks and cars. The output 

in 1949 was 6,671 cars and 15,137 trucks, and it has 

increased since. Plans have been made to develop the 

industry so as to enable it, in five to ten years, to meet 

the enbre home demand by a hundred per cent Indian 

car. The automobile industry has also given rise to a 

number of subsidiary industries, such as the manufacture 

o storage batteries, rubber components, leather uphols- 
tery cloth and electric horns. ^ 
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Another important new industry, recently esta¬ 
blished, is the manufacture of locomotives and loco 
boilers for Indian railways with an investment of 
Rs. 2 crores, with the manufacture of underframes, 
road rollers, heavy agricultural machinery and other 
engineering stores attached to it as an adjunct. Loco¬ 
motives and boilers are also produced at the Govern¬ 
ment Locomotive Works at Chittaranjan. 

An industry of vital importance to the industrial 
progress of the country is the machine tool industry. It 
hardly existed on any organised basis before the second 
World War, but it has grown rapidly since. There are 
now 17 units engaged in the production of machine 
tools including heavy-duty all-gearhead lathes and all- 
electric shaping machines. 

Started after the last war, the production of 
power-driven pumps on a large scale has grown very 
rapidly. The output increased from 6,127 pumps in 
1946 to 30,000 in 1950, and the number of units engag¬ 
ed in producing them from 4 in 1947 to 8 in 1950. 
There has been a considerable development of the 
power and distribution transformers industry, especially 
since 1947, as regards both output and range of pro¬ 
duction. Rapid progress has also been made in the 
radio receiver industry as well as in the manufacture of 

electric fans. 

The Chemical Industry 

India has vast potentialities for the development of a 
large-scale chemical industry, for she has both the 
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necessary raw materials and markets. A large variety of 
chemical products may be successfully manufactured, 
such as mineral acids, alkalis, coal-tar products, 
vegetable and essential oils, alkaloids, natural dyes' 
disinfectants, antiseptics, fertilisers, etc. 


There was hardly any development of the chemical 
industry before the first World War beyond the manu¬ 
facture of a few heavy chemicals and some simple drugs 
and extracts. But owing to the stimulus given by the 
war a large number of chemicals came to be produced on 


Slow Growth 


a commercial scale for the first time. 

A 1 . « « 


Although the progress made by the 
chemical industry during the war 
was kept up even after the war, its growth was 
limited by three important factors. The first of these 
factors IS the need to develop side by side several 
chemical industries as they are closely linked with one 
another and the production of any one of them on a 

commercial scale depends on the development of the 
others. For instance, the fundamental heavy chemicals 
especially sulphuric and hydrochloric acids, lime, caustic’ 
soda, sodium carbonate, nitric acid, etc., are required 
as raw materials for the manufacture of other chemicals 
d they in turn depend upon the latter for their market 
On account of this mutual dependence of the various 
chemical industries, any one of them cannot be develop 

Tlie^'f developed at the same timl 

fuel '^The coS°de efficient 

" not^available ffi’othe; 

parlsorthecounlry. like Madras, Bombay and Delhi 



226 


As regards the supply of hydro-electric power, it would 
be available at cheap rates only on further expansion of 
the existing hydro-electric schemes. The third factor 
which is essential to the building up of the chemical 
industry is chemical plant. The plant is not manu¬ 
factured in India and has, therefore, to be imported 
from abroad. It is possible, however, to produce locally 
the simpler types of plant. 

In order to stimulate development a claim was 
made for protection to the heavy chemical industry. 
The claim was based on the ground that the industry 
was a key industry, as its products were used in nearly 
all industries, and that it was indispensable not only for 

national defence but also for research 
Protection in agriculture and industry. The Tariff 

Board, which made an inquiry in 
1929, recommended protection to the industry, which 
was granted, after much delay, by the Heavy Chemical 
Industry (Protection) Act, 1931. The Act levied 
protective duties at various rates on magnesium chloride 
and certain other heavy chemicals. Except the duty on 
magnesium chloride which was to last till March 31, 
1939, the other duties were imposed up to March 31, 
1933, and they lapsed on that date. In 1937 the 
Tariff Board examined the question of continuing the 
protection to the industry in the circumstances created by 
foreign competition, especially dumping by Japan, and, 
on its recommendation, the Indian Tariff Amend¬ 
ment Act was passed in April, 1939, levying a protective 
duty of twelve annas per cwt. instead of 15 annas per 
cwt. as formerly. As a result of protection, the 
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industry expanded. While in 1921 there were 14 chemi¬ 
cal works, with 2,392 workers, on the eve of the second 
World War there were 38 factories with 7,968 workers. 
The chief products were sulphuric acid and the chemi¬ 
cals derived from it. Alkalis were not produced. But 
in spite of expansion, the output of chemicals was far 
from sufficient to meet the home demand, so that large 
imports were made. In 1938-39 the value of imports 
was Rs. 308 lakhs as against an average of Rs. 90 lakhs 
before 1914. 


The second World War ga\e a great fillip to the 
chemical industry. Owing to war conditions imports 
were seriously curtailed and in consequence there was a 
greater demand for the manufacture of various kinds of 
chemicals in the country. Measures were taken to meet 


Expansion 
since 1939 


this demand. As a result, the pro¬ 
duction of several important chemicals 


increased. Among the heavy che¬ 
micals, the output of sulphuric acid, for example, 
rose from an average of 26,000 tons in 1935-40 to 
80,000 tons in 1946-47. Similarly the production of 
hydrochloric acid, which amounted to 350 tons per 
annum in the pre-war period, increased to 2500 tons in 
1946-47, and that of nitric acid from 500 tons to 
2750 tons. The outturn of caustic soda, which was 
1500 tons before the war, expanded to 4000 tons 
after the war, and that of soda ash rose from a negligi¬ 
ble quantity to 37,000 tons. Indeed the war gave a 
considerable impetus to the production of a variety of 
heavy chemicals, with the result that the manufacture of 
ome important industrial chemicals like copper sulphate. 



228 


sodium sulphide, bleaching powder, chlorine etc., was 
started, while that of others like aluminium sulphate, 
iron sulphate, etc., was greatly increased. However, 
there was hardly any planning in this expansion of the 
industry, nor was the quality of the products sufficiently 
high. The war gave a fillip also to the production of 
fine chemicals, particularly photographic materials, 
drugs and medicines and paints and varnishes. The 
position of the industry as a whole in 1946-47 might 
be gauged from the figures relating to the units of 
production : there were in India, including Hyderabad, 
477 establishments, of which 442 were small-scale and 
35 large-scale establishments. 


The growth of the chemical industry has been 
fostered during and after the war by the restriction on 
the imports of certain chemical products, imposed largely 
for the sake of economising foreign exchange, and by the 
protection granted to some sections of the industry. 
The chief chemicals enjoying protection are calcium 
chloride, stearic and oleic acids and photographic 
materials. 

The war-time increase in the output of various 
chemicals has continued since. The production of 
fertilisers, such as ammonium sulphates and super¬ 
phosphates, which remained stationary during the war, 
increased rapidly. In 1950 the output of ammonium 
sulphates and superphosphates stood at 47,000 and 
51,000 tons respectively. With the establishment of the 
Government fertiliser factory at Sindri, which com¬ 
menced production in 1952, the fertiliser industry is 
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launched on a new phase of expansion. The chemical 

and pharmaceutical industry, organised early in the 

present century, owed its development to the two wars. 

However, it was stiU in its infancy at the end of the last 

war. But owing to the development policy pursued by 

the Government since 1946, it has grown considerably, 

with 244 producing units in 1950. It may be noted 

that some of the firms engaged in producing drugs and 

phamaceuticals are joint concerns based on Indo- 

foreign partnership. The manufacture of photographic 

materials and synthetic dyestuffs is almost entirely a 

post-war development. The production of dyestuffs 

which is a key industry of basic importance to other 

industries like the explosives manufacture, the organic 

c emical industry, and the pharmaceutical industry, is 

yet in Its infant stage. Recently a major concern in 

cooperation with American capital and technique has 

been set up with an annual production capacity of 2000 
tons of dyestuffs. 

The Tanning Industry 

India produces large quantities of hides and skins 
which are mostly the by-products of agriculture. Till’ 

he first World War considerable quantities of raw hides 

and skins were exported, the former especially to 

Germany and Australia and the latter mainly to U. S. A 

hey fetched high prices in foreign countries where they 
were in great demand. ^ 

The indigenous tanning industry dates from very 

locT ^«°tinues to Z 

ocally available materials for curing and tanning hides 
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and to produce inferior kinds of leather that satisfy the 
local demand. Tanning on European lines was first 

introduced by the military authorities 
Origin for manufacturing superior leather 

which could be used for harness and 
other military requirements. In 1860 the Government 
Harness and Saddlery Factory was set up at Cawn- 
pore. This was soon followed by other factories 
in various centres, such as the Army Boot and Equip¬ 
ment Factory of Messrs. Allen and Cooper which was 
financially assisted at the outset by the Government, the 
Western India Army and Equipment Factory started by 
Adamjee Peerbhoy at Sion in Bombay, etc. Unlike the 
European tanning and leather-working factories, Indian 
tanneries made little use of machinery, notable excep¬ 
tions being the Cawnpore and Sion factories and the 
Madras Tannery. Most of the tanned hides and skins 
exported before 1914 were from the south of India 
which had the special advantage of a good supply of the 
bark of cassia anriculata^ known as ararom in Madras 
and tarwar in Bombay, and a large number of tanneries, 
especially in Madras. 

The tanning and leather industry was greatly sti¬ 
mulated by the first World War. Steps were taken by 
the Indian Munitions Board to increase the production 
of leather which was valuable as war material. As the 
East India tanned kips (cow hides) were found suitable 
for making the uppers ” of army boots, their produc¬ 
tion was increased, and the entire available supply was 
purchased by the Government and exported to the 
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British War Office. Indian tanneries also produced 
increased quantities of boot and leather accoutrements 
of all kinds for the army in India so that the annual 
output of boots and shoes at the end of the war was 
about twenty times as much as before it. 

The Madras Government pioneered the introduc¬ 
tion of the chrome process of tanning, which enabled 
superior leather to be produced, in the years 1903-1911. 
But owing to protests that the domain of private trade 
was thereby encroached upon, it had to sell its tanning 

factory. The chrome process made 
Chrome Tanning rapid progress after 1914, and Indian 

^ chrome leather hides had a good 
market in Britain. Though the highly technical pro¬ 
cesses involving chemical knowledge and the use of 
expensive mechanical equipment are a limiting factor, 
tliere is considerable scope for the development of 
chrome tanning, as the Indian cow-hides and goatskins 
are specially suited for this kind of tanning. A survey 
of the tanning industry made by the Industrial Research 
Bureau in 1939 may be expected to lead to an improve¬ 
ment of the standard of tanning technique and conse¬ 
quent development of the export of finished leather of 
good quality. 

In 1919 the tanning industry was given protection 

by the levy of an export duty of 15 per cent on hides and 
skins. At the same time a rebate of 10 per cent was 
allowed on hides and skins exported to, and tanned in. 



other parts of the Empire, The export duty was meant 

to protect the tanning industry by 
Protection ensuring an adequate supply of raw 

hides and skins, while the rebate was 
intended to divert the export of the surplus from 
Germany to the Empire countries.' But neither object 
was realised in practice. The Fiscal Commission dis¬ 
approved of the policy underlying the export duty and 
the rebate, and the Government reduced the duty to 
5 per cent and abolished the rebate in 1923. The 
Taxation Inquiry Committee recommended the aboli¬ 
tion of the duty, while, however, agreeing to its 
retention in the case of skins, the export of which would 
not be injuriously affected on account of their good 
reputation in the world market. As the e^cport of raw 
hides to Germany declined, the 5 per cent export duty 
on them was abandoned in 1934, and in the following 
year the export duty on raw skins was also given up 
with a view to help the general revival of the export 
trade. 


The second World War led to a further expansion 
of the industry. In order to meet the war demand more 
machinery was employed together with a large labour 
force. As the war needs increased, the Government 
took over all the output of the organised tanneries in 
January 1942, which, however, could network to full 
capacity through lack of raw hides. After the war the 
supply of hides has been considerably reduced due to the 
partition of the country and the ban on animal 
slaughter in some States. The trade diflSculties with 
Pakistan also reduced the demand. 
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The Paper Industry 

The manufacture of machine-made paper in India 
may be said to have begun with the establishment of 
the Bally Mills in 1870 on the banks of the Hooghly. 
Three other mills were started later in the same area 
viz. the Titaghur Paper Mills in 1882, the Imperial 

Paper Mill in 1892-94 and the Naihati 
Origin Mill of the Indian Paper Pulp Com¬ 

pany in 1922. In 1903 the Titagur 
Paper Mills absorbed the Imperial Paper Mill. 
Among the up-country paper mills the oldest was the 
Upper India Couper Mill established at Lucknow in 
1879, and the most important was that of the Bengal 
Paper Mil! Company started at Raniganj in 1891. 
Others were those of the Deccan Paper Mills Company 

at Poona (1887) the Punjab Paper Mills Company near 

Saharanpur and an Assam Company at Chittagong. In 
1938-39 there were in all 11 mills, 4 each in Bengal and 
Bombay and one each in the United Provinces, Madras 
and 1 ravancore. The most notable of the new concerns 
which have since been started are the Mysore Paper 

Mills at Bhadravati, (1939) and the Sirpur Paper Mills 
in Hyderabad (1942). 

Till recently sabai grass, which grows abundantly 
in Northern India, has been the staple material of paper 
manufacture in India. Indian wood is hardly used for 
making paper pulp. Paper from bamboo pulp was 

first made by the Indian Paper Pulp 
Raw Material Company. Bamboo is available in Ben- 

. gal, Orissa and south-west India, and 

It IS cheaper than sabai grass. It is suitable for the bulk 
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of the paper consumed in India, though it cannot com¬ 
pare with sabai grass for strength and durability. It is 
hoped that the researches carried out at the Forest Re¬ 
search Institute will lead to improvements in the bamboo 
paper pulp industry. The main handicaps of the 
industry are the high cost of chemicals, the heavy trans¬ 
port charges for coal, and intense foreign competition 
from Scandinavia, Germany, the United Kingdom, 
Austria, Japan and U. S. A., though during the war 
foreign competition was eliminated to a great extent. 

As recommended by the Tariff Board in 1924, the 
Bamboo Paper Industry (Protection) Act was passed in 
1925, imposing a protective duty of 1 anna per lb. on 
specified paper imports for seven years until March 31, 
1932. By the Bamboo Paper Industry (Protection) Act, 

1932, the protective duty was renewed 
Protection and a duty of Rs. 45 per ton was 

also imposed on imported wood pulp 
up to March 31, 1939. After another inquiry by 

the Tariff Board, protection was continued at rates 
lower than those recommended by the Tariff Board. 
The protective duty on paper was 9 pies instead of 11 
pies per lb., and that on wood pulp Rs. 30 per ton or 
25 per cent ad valorem, whichever was higher. The 
duties were levied for three years and later extended till 
March, 1947. Protection was then abolished, imported 
paper being subject since that date to a duty of 30 per 
cent ad valorem. 

The paper industry benefited very much from the 
second World War. Production increased, being 
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103,884 tons in 1944 as against 48,531 tons in 1938. 
Prices went up by more than 300 per cent. Owing to 
the dependence of India on imports for newsprint, 
special kinds of paper like litho and poster paper, and 
old newspapers for packing purposes, acute scarcity 
was experienced from 1939, when imports declined under 
war conditions and the pressure on shipping. In order 
to economise the supply of paper produced in the 
country, the Paper Control (Economy) order w'as pass¬ 
ed in 1944 under which allocations were made to the 
essential needs. 

The Panel set up in 1944-45 recommended the esta¬ 
blishment of mills for newsprint in Kashmir, Tehri- 
Garhwaland the Punjab. As regards the location of new 
paper mills to be set up with a view to expand the 
industry, it suggested that they should be distributed in 
suitable areas all over the country. The Five Year Plan 
gives priority to the development of new'sprint manufac¬ 
ture m Madhya Pradesh, and recognises the need of 
regionahsation of the industry as suggested by the Panel. 

At present the capacity of the industry has expanded 
considerably. 


The Glass Industry 

manufacture is one of the ancient industries 
of India. Pliny refers with unconcealed admiration to 
the superior “Indian glass ”. Though there are no 

traces of this ancient industry, it is certain that it was 
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an established industry in the sixteenth century, produc¬ 
ing? however, inferior material utilis- 
^d in the manufacture of bangles and, 
to some extent, small bottles and 
flasks. In the last century, between 1892 and 1893, 
five glass factories on modern lines were established and 
they were all wound up later. Those under European 
management, however, survived a little longer, the 
last of them being closed down in 1908. Another 
European venture started in the following year in 
Madras also failed. Notwithstanding these failures, 
sixteen factories on a small scale were started by Indian 
enterprise in the period 1906-13. Of these only three 
were in operation in 1914, though none of them worked 
at a profit in a commercial sense. The Talegaon factory 
in the Poona District was, however, paying its way 
through aid from the Paisa Fund. 

The industry consists at present of two sections : 
(i) the cottage industry and (ii) the factory industry. 
The cottage industry, which is confined to bangle¬ 
making, is spread all over India. The most important 
centre of prodifction, where it is chiefly concentrated, is 

the Firozabad and Belgaum districts. 

Cottage and factory industry is mainly con- 

prod^uction cemed with the manufacture of 

lampware and, to a smaller extent, 
bottles and carboys. During the first World War 
it received a stimulus from the demand for 
specialised glass passing through the Munitions Board, 
and glass-tubing, flasks, beakers, Petri dishes and 
test-tubes were successfully manufactured by several 
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factories. A few works were also started in order to 
supply the requirements of scientific laboratories under 
the control of the Indian Medical Service. 


As the output of the industry was sufficient to meet 
only a fraction of the demand, there was a considerable 
amount of imports. Before 1914 the imports, which 
came largely from Austria and Germany, consisted 
chiefly of bangles, beads, false pearls, sheet and plate 

glass, lampware, bottles and phials, 
'mports table-ware, etc. In the war period 

there was a fall in the imports of 
bangles and lampware, which was made up in part by 

an increase in the output at home. After the war the 
imports increased, and in 1929-30 they were valued at 

I Tprincipal suppliers being Japan, the 
United Kingdom, Germany, Belgium and Czechoslo- 

1931-32 onwards the imports tended on 
he whole to decline, showing that the industry was 
developing, though as yet only to a small extent. 


The Tariff Board, which examined the claim of the 

industry to protection in 1931, recommended the grant 

P ective duties on imported sheet and plate glass 
angles, beads, false pearls, glass and glassware. The 
overnment turned down the recommendation on the 
ground that the absence of indigenous supplies of raw 

for protitr^^^*'^'^^-‘^'^^oalified the industry 
irprtnone; advantages it possessed 

P ihties of tapping fresh sources of soda ash in the 
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country were fully explored. Meanwhile, it gave the 
industry some relief by a rebate of duty on imported 
soda ash for three years. 

The second World War gave the industry another 
stimulus. Two new factories were started in 1939. 
Production increased, while imports declined appreci¬ 
ably. Apart from foreign competition, the chief 
difficulties facing the industry are lack of trained person¬ 
nel, inadequate supply of essential 
Chief Problems materials such as coal, soda ash, sand 

and lime, and poor finance. Unlike 
Allahabad and Naini in the United Provinces, which 
enjoy great advantages of favourable location as regards 
sources of raw materials and fuel, other centres like 
Bombay, Jubbulpore, Ambala, Lahore, Calcutta etc., 
are severely handicapped in this respect. The difficulty 
of getting coal fuel may be overcome by the use of elec¬ 
tricity, though this is not as easy as might be supposed. 
The glass manufacture being highly technical even in 
its simple form, properly trained managers and work¬ 
men are required for the efficient working of the 
industry. Unfortunately they are scarce, despite the 
supply of glass-blowers trained by the Paisa Fund 
Glassworks at Talegaon. Moreover, the training at 
Talegaon needs considerable improvement. The indus¬ 
try also suffers from the lack of adequate railway 
facilities. The Glass Panel, constituted by the Govern¬ 
ment in 1945, recommended that, in view of the 
importance of glass as a key material for industrial 
development, a determined effort must be made in the 
next ten years to develop the industry to a level 
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comparable with that of its counterpart in the advanced 
countries of the world. 

^947 the industry again applied for protection 

■ ^ 0 ?!^ examined the application 

in 1948, recommended that the existing revenue duty of 

5 per cent ad valorem should be converted into an 

equivalent protective duty until March 31 1957 

that the existing duty of 60 per cent ad valorem on 

imported bangles afforded sufficient protection to the 

bangle industry and that the concession of duty on 

imported soda ash should be withdrawn. It also Lde 

various suggestions for the improvement of the industry 
in several respects. ^ 


was T"' “'"liMory of the industry 

Research Institute at Calcutta in August l95?Th^ 

leehni’caTatistanTTo “the'i"d?stt“‘^dis“"‘'“'’‘‘‘““°"' 

information and training of technol^ists 

The Cement Industry 

producti“„ orcemel h The 

1912-13 of thr formation in 

Cement Company (Kathiawar), the Katni' Cement anS 

o-gi" and""'ffi <=°“^P^°y(Central Provinces) 

and the Bundi Portland Cement 

industry, which cement 

y, wnich uas insignificant before 1914, developed 
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rapidly during the war when the Government encourag¬ 
ed it by buying the bulk of its output. It continued ta 
expand even after the war. In the post-war boom not 
only did the existing companies double their output but 
several new companies were formed. Of seven new 
companies which were thus projected, six commenced 
production by 1923. The output of the industry 

increased from 945 tons in 1914 to 236,746 tons in 
1924, and by 1932-33 it amounted to 593,000 tons, a 
figure which was nearly doubled in 1937-38. The 
quality of the cement also improved. Whereas before 
1914 Indian cement was not up to the British standard 
specifications, in the inter - war period it attained a 
quality not inferior to that of the British product and a 
shade better than that of the continental cement. As the 
home production increased, the imports diminished: 
they fell from 165, 733 tons in 1914 to 124,186 tons in 
1924 and shrank further to 112,000 tons in 1930-31 and 
21,000 tons in 1938-39. 


A landmark in the growth of the industry was the 
formation in 1936 of the combine known as the Asso¬ 
ciated Cement Companies of India Ltd. comprising ten 
principal concerns. Since then one of the units, Katni 

works, has closed down, while two 

Cement Combine new factories have started production. 

The merger has resulted in a great 

improvement of the technical and commercial organisa¬ 
tion of the industry. Another powerful group of 
producers, like the Associated Cement Companies, is 
the Dalmia Group, and the two groups together 
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dominate the industry, accounting between them for 
85 per cent of the total output. 

The Tariff Board, which examined the question of 
protection to the industry in 1924, considered that there 
was no case for protection as the prices of cement were 
determined by internal competition among the Indian 
manufacturers and not by the imports. It drew atten¬ 
tion, however, to the handicap to which Indian concerns 
were subject on account of the great distance of the 
factories from the coalfields or the ports, and recom¬ 
mended the enactment of legislation authorising the 
Government to grant a bounty on cement consigned 
from Indian factories to certain ports or to railway 
stations within a specified radius of these ports, without 

f t A I 'I . cement in relation 

to that of imported cement. But the Government took 
no action on this recommendation. 


During the second World War the increase in the 
price of steel added to the adverse effect on the demand 
for cement in the country, already brought about by the 
slackening of the building boom in many important 

Ahraedabad. Further, owing to war conditions the 
cost of manufacture was rising. On the other hand the 
war opened up the prospects of a substantial export 
demand to make up for the falling demand at home^ In 
recent years the demand for cement has gone up enor 

mously making it urgent to expand correspondingly the 

p oductive capacity of the industry. The need i's Kp' 
met by the expansion of the capacity of the existing 
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factories as well as by the erection of new factories. 
Since 1948 four new factories have commenced produc¬ 
tion and two are under construction. 

The Match Industry 

After the establishment of the Gujarat Islam Match 
Factory at Ahmedabad in 1895, no other concern for 
the manufacture of matches on a commercial scale was 
successfully set up until 1921. With the imposition in 
1922 of an import duty of Rs. 1-8-0 per gross or more 

than 100 per cent ad valorem on 

Origin matches for revenue purposes, several 

match factories were started. Some 
of them belong to the gigantic Swedish Combine which 
controls about 70 per cent of the world demand for 
matches. 

Reporting in 1928 on the question of protection to 
the match industry, the Tariff Board held that the 
industry could face world competition without aid and 
that the price of Indian matches depended on internal 
competition. However, in order that the industry might 
not be deprived of the protection enjoyed so far, it 

recommended that the existing reve- 
Protection nue duty of Rs. 1-8-0 per gross should 

be converted into a protective duty 
for an indefinite period. As regards the fears that the 
establishment of match factories in the country by the 
Swedish Match Company might adversely affect the 
Indian factories, the Tariff Board dismissed them as 
unfounded, acknowledging at the same time the 
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necessity of vigilance to see that the Company did not 
establish a monopoly in India. It also advised the 
Company to reconstruct itself by Indianising its capital 
and management to suit the nationalist sentiment. As 
recommended by the Tariff Board, a protective duty of 
Rs. 1-8-0 was levied on a gross of boxes each con¬ 
taining 100 matches, by the Match Industry Protection 
Act, 1928. Further, a duty of 4^ annas per lb. on 
undipped splints used for match manufacture and a 

duty of 6 annas per lb. on veneers used in box-making 
were imposed. 


In 1934 the Matches (Excise Duty) Act was passed, 

imposing on matches made in British India an excise 

duty ranging from Re. 1 to Rs. 2 per gross of boxes 

according to the number of matches in each box. The 

import duty was also suitably adjusted so as to 

maintain the existing measure of protection. In March, 

1941, the excise duty was doubled with a correspond in 
increase in the import duty. ^ 


Assisted by protection, the Indian match industrv 
has grown rapidly. It is now able to meet the home 
demand to a very large extent, and imports of foreign 
matches as well as raw materials are diminishing. 

The Salt Industry 


salt IS obtained by evaporation of sea water 
n the coasts of Bombay and Madras, from the Salt 

Sa S Mines in the Punjab, from the 

Sambhar lake in Rajputana and from the border of the 
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lesser Rann of Cutch. The output is suflScient to meet 

about four-fifths of the annual con¬ 
sources sumption of salt in the country, the 

rest of the demand being met by 
imports chiefly from Aden. In 1938 the production of 
salt in India amounted to 1,539,663 tons, while the 
imports were 314,000 tons in 1939-40. 


The Tariff Board, which reported in 1930 on the 
question of extending the production of salt in India 
with a view to attain self-sufiiciency, held that foreign 
salt was chiefly consumed in Bengal and that the whole 
demand of the Bengal market, estimated normally at 
about 500,000 tons per annum, could be supplied by 
India and Aden, provided the sources of sea-borne salt, 
viz. Karachi and Okha, as well as those of rail-borne 
salt, viz. Khewra, Sambhar and Pachbhadra, were fully 
developed. Rail-borne salt would be preferable to sea¬ 
borne salt for Bengal, because it would be cheaper on 
account of larger production, and free from war-time 
shortage, apart from providing additional traffic for the 
railways. The Board recommended that the Govern¬ 
ment should carefully examine the various sources of 
supply with a view to their full exploitation and also 
the possibility of reducing the railway rates. 

But as prompt action was called for in the face of 
the serious fall in the price of imported salt, the Salt 
(Additional) Import Duty Act was passed in 1931, 
levying an additional temporary duty of 4i annas per 
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maund on all foreign salt, except that from Aden. This 

Act, initially limited to one year, was 
Protettion extended by subsequent Acts. The 

additional duty was reduced from 
as. to as. per maund in 1933 and to 1^ as. per 
maund in 1936. The duty was resented by the Bengal 
members of the Legislative Assembly as helping the 
producers of Aden ’ at the expense of the consumers of 
Bengal, and it was allowed to lapse in April 1938. The 
policy of protection had the effect of reducing imports 
and increasing the production of salt in India. The 
basic salt duty which had been inherited by the British 
Government from its predecessors and which had been 
levied at different rates ranging between Rs. 2—8—0 
and Re. 1 per maund was abolished in March 1947. 

At present the Indian salt industry has not only 

attained self-sufficiency but is able to cater to the needs 

of the neighbouring export markets. The Government 

sector of the industry is now run on commercial lines 

under the direction of a Salt Controller, who, along with 

the Salt Advisory Committee, will assist the Government 

m all matters relating to the administration and control 
ot the industry. 


The Oil-Milling Industry 

India, which produces a variety of oil-seeds, has 
been mainly exporting them. The export of oil-seeds 

involves the loss of the manufacturer’s profits and of 

highly valuable cattle food and manure. Further, the 


separated from India in 1937 
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advantage of having large supplies of vegetable oils 
which are useful in so many ways, as, for example, in 
the manufacture of soap and glycerine, and for culinary 
and lubricating purposes, is also lost. The oil-seeds 
which are retained in the country are still crushed, to a 
large extent, by the ancient method of the bullock and 
the ghani, which is very unsatisfactory partly because 
the oil thus produced is highly coloured and impure 
and partly because the oil-cake, which contains a large 
residue of oil, is less useful as fodder or fertilizers. 


In recent years numerous oil-mills, worked by steam 
or other mechanical power, have been established 
especially for the production of mustard-oil, castor oil 
and groundnut oil. Expansion has been rapid since 
1914, and it has gained further momentum during the 
second World War, especially owing to the decline in 
the export of oil-seeds. A special feature has been the 
growth of the Vanaspathi manufacture since 1930. 
There are now 41 factories distributed all over the 
country, carrying on production in the most highly 
organised and efficient manner. Its chief handicap has 
been the uncertain attitude of the Government arising 
from doubts regarding the effect of Vanaspathi on a 
person’s health. 


Chapter XX 
Cottage Industries 

Cottage industries are industries which are carried 
on in the home of the worker, as a rule with hand- 
operated appliances. They are numerous and varied, such 
as gur-making, hand-hulling, sericulture, lac-culture, 
bee-keeping, tanning, soap-making, mat-making, bamboo 
and cane-work, rope-making, pottery, knitting, beedi 
making, toy-making, glass bangle manufacture, wood 
work, lace and embroidery work, paper-making, hand 
spinning, handloom weaving, oil-milling, glass-making, 
match manufacture, gold and silver thread industry, etc. 

They may be classified as rural or urban, according 

as they are carried on in the villages or in the townsC 

They are either whole-time or part-time occupations. 

They are usually full-time occupations in the urban 

centres while they are mostly part-time ones in 

the rural areas. The rural cottage industries which the 

agriculturists carry on in their spare time are of the 

utmost importance as subsidiary employment which 

helps to convert idle leisure into a profitable source of 
income. 

The cottage industry is the oldest form of industry 
m India . Many cotta ge industries date back to the 

L The Planning Commis^n, the 

term Cottage Industries to those carried on in rural areas as 
subsidiary employment to agriculture, the work being done 
mostly by hand and primarily with the [help of the family 
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earliest times. Since the nineteenth century the cottage 
industries have been affected by various adverse influen¬ 
ces, especially the competition of both foreign and 
indigenous large-scale industry, and, as a result, some 
ot them have decayed and many more carry on a 


The Place prccarious existence. ‘ There are, how- 

Cottag\ Indus°tries signs of great 

vitality. The growth of large-scale 
industry does not necessarily involve the stifling of 
cottage industries out of existence. While certain 


cottage industries may not survive, others can prosper. 
Sevei;al circumstances favour their survival and growth 
by the side of large-scale industry. Many luxury 
goods and artistic products do not lend themselves to 


machine production. Certain goods are required in 
such great variety that the demand for each variety is 
too small for standardised production on a large scale 
to be carried on profitably. With the increasing use of 
electricity instead of steam power, production need not 


be concentrated in large establishments, but can be 


decentralised in small units without detriment to effici¬ 


ency. As improvements in the material equipment of 
civilisation take place, small establishments are necessary 
to keep them going. 'Further, the diffusion of industry, 
which is necessary as a measure of security in times of 
invasion and war, tends to favour small industrial units. 


It is estimated that the cottage industries provide 
employment to about 20,000,000 people exclusive of the 
members of the artisan’s family and those who pursue 
some craft as a bye-employment of agriculture. The 

1. Ch. lO 
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most important cottage industry is the handloom industry 

The Cotton Hand- is the largest single source of 

loom Industry Occupation after agriculture. It em¬ 
ploys more than 85 per cent of the 
textile workers in India and supplies about 30 per cent 
of the total production of cloth in the country. There 
are three main sections in the handloom industry : the 
woollen, the silk, and the cotton. The first two along 
with sericulture have already been dealt with', so 
that only the last, which is also the largest section of 
handloom manufacture, need be treated here. The 
cotton handloom industry has always enjoyed a special 
advantage in respect of certain classes of goods viz. 
the coarse goods demanded by the poorer classes, cer¬ 
tain special types of cloth the use of which is decreed 
by custom, and fine artistic fabrics. These three 
classes of goods are unsuitable for miil production, the 
first because they are too coarse, the second because the 
demand for each type is insufficient for large-scale 
manufactuie and the last because they require individual 
attention and cannot be automatically produced. As 
regards other classes of cotton goods, the handloom 
industry lost ground owing to-the competition of mill- 
made goods, and, in consequence, the weavers either 
abandoned weaving and took to other occupations, 
chiefly agriculture, or lingered on in the trade eking 
out a meagre living. During the first World War 
the Indian mills were unable to meet the deficiency 
caused by the fall in imports of cloth, and after the 
Armistice the prices of mill cloth ranged high. These 

1. Ch. 13 & 14. - 
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two factors reacted favourably on the handloom indus¬ 
try with consequent expansion of output and improve¬ 
ment in the condition of the weavers. But after 1922 
the industry again suffered on account of competition 
not only from abroad, especially Japan, but also from 
the Indian mills. It has been assisted considerably by 
the All-India Spinners’ Association as well as by the 
Government of India. The latter has pursued, since 
1934, a policy of active encouragement by extending finan¬ 
cial aid to the Provincial Governments for their activities 
on behalf of the industry. It also set up in 1941 a Fact¬ 
finding Committee (Handloom and Mills) for gathering 
data which would serve as a basis for concerting mea¬ 
sures of relief to the industry. Recently it has consti¬ 
tuted a standing Handloom Committee, consisting of 
nine members, to recommend the proportion of yarn to 
be supplied to each Stale concerned for handloom 
weaving, to suggest improvements in production and 
marketing methods and to help the handloom weavers 
in obtaining dyes, chemicals, stores, etc., at fair prices 
through their recognised associations or through State 
Governments. 

The steps taken to promote the cotton handloom 
industry are part of a general scheme of assistance to 
cottage industries as a whole. Assistance is given to- 
them in respect of their urgent needs, such as capital, 
raw material, tools and implements, marketing, and 

industrial training. Loans and sub- 

CotugrriidustHes sidies are granted under the State Aid 

to Industries Acts passed by various 
States. The co-operative movement is another fruitful. 
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source of capital, in addition to being a profitable 
channel for the purchase of raw materials, tools and 
implements and for the sale of the finished article. A 
handicap of the cottage industries is often the difficulty 
of getting raw material of good quality at cheap rates, 
and in order to remove it experiments on raw materials 
have been undertaken in some States. 

Experiments and demonstrations are made for 
providing the handicraftsman with more efficient tools 
and implements. In Bihar and Orissa peripatetic 
demonstrations are held to popularise the improved 
appliances, looms, accessories, dyes, new patterns of 
cloth etc., which have been worked out by experi¬ 
ments at the Cottage Industries Institute. The Bha- 
galpur Silk Institute and the experimental blanket 
factory at Gaya carry on work similar to that of 
the Cottage Industries Institute, for the silk and the 
woollen cottage industries respectively. In the Central 
Provinces efforts are made by the Department of 
Industries to introduce improved slays among weavers. 
The Bombay Economic and Industrial Survey Com¬ 
mittee (1940) recommended the establishment of a 
Provincial Cottage Industries Research Institute under 
the Deputy Director of Cottage Industries to improve 
the tools and methods of manufacture, besides exploring 
the possibilities of developing new cottage industries. 

In most States, such as Madras, Bombay, the Central 
Provinces, Bihar and Orissa, the efficient marketing of 
the products of the cottage industries is secured by 
means of emporia and shops run by the Government or 
co-operative agencies. Arrangements for improved 



marketing have also been made by the Government of 
India. Schemes for training artisans have been adopted 
in most States on the basis of not only improving the 
general education of the artisan but also providing him 
with special training in industrial and vocational schools. 

In addition to these forms of assistance, relief 
measures have also been taken on behalf of the cottage 
industries in certain States, such as reservation of spheres 
of production for cottage industries, levy of a cess on 
factory - produced goods, supply of raw materials by the 
Government or co-operative agencies, removal of 
discrimination in freight charges, and reservation of 
portions of supplies to Government departments for 
cottage industries. A Cottage Industries Board consist¬ 
ing of 48 members was established by the Govern¬ 
ment of India in 1948 to advise and assist it regarding 
the organisation and development of cottage and small- 
scale industries, the marketing of their products, and the 
coordination of their development in the various States 
and with large-scale industries. 

The cottage industries received a great stimulus 
during the second World War. The large-scale indus¬ 
tries were working at high pressure and unable to 
expand their output owing to the difficulty of importing 
machinery. Hence cottage industries had to supply 

essential commodities like blankets, 
Stimulus camouflage nets, military hats, leather 

of War and rubber goods, etc. Further, trans¬ 

port difficulties created a preference 
in favour of goods locally produced by cottage 
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industries as against goods made in distant manufactu¬ 
ring centres, since in the case of the former a great deal 
of transport in connection with raw material and finished 
product could be minimised. Lastly, much of the waste 
due to the liquidation of war-industries after the end of 
hostilities could be avoided by concentrating on cottage 
industries. These factors resulted in a considerable 
expansion and prosperity of the cottage industries in 
the war period. Even after the war, the cottage indus¬ 
tries maintained their prosperous condition for some 
years largely on account of the difficult balance of 
payments position. As they would be eventually faced 
in most cases, with depression, if not ruin, in competi¬ 
tion with large-scale manufacture, several measures, as 
already noted, have been taken to safeguard them. 


The general policy regarding the cottage industries 
IS laid down in the first Five Year Plan. It is the 
policy of stabilising and developing them as an integral 
part of the industrial system of the country. The 
rural cottage industries are to be fostered by Govern- 


Poiicy in nient action m the following ways : 

Five Year Plan Organisation of rural artisans in in- 

dustrial co-operatives, research into 
methods of production and use of local raw materials 
provision of medium-term and long-term finance, assist¬ 
ance in procurement of raw materials, and patronage 

r purchase policy. For tL 

growth of the cottage industries in urban Leas which 

are classified m the Plan under small-scale industries both 

as r„ce 7rl 7 -itabia 

sistance from the Government are recommended in 
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the following directions: protection against competition 
from large-scale industries, supply of raw materials and 
equipment, provision of finance, etc. The policy out¬ 
lined in the Plan is the natural culmination of the 
campaign in favour of the cottage industries initiated 
by A4ahatma Gandhi and carried on by the Congress, 
especially through the All-India Spinners’ Association 
and the All-India Village Industries Association. 


In spite of relief measures there was deterioration 
in the condition of the cotton handloom industry with 
consequent widespread distress among the weavers. In 
order to cope with the situation, Mr. C. Rajagopalachari, 
the Chief Minister of Madras, made a plea in Septem¬ 
ber, 1952, for the reservation of the market for 

bordered dhotis and coloured saris 
exclusively for handlooms. An official 

niiis 

resolution to that effect was passed 
unanimously by the Madras Legislature and communi¬ 
cated to the Government of India. Thereupon an order 
was issued by the Government of India in November, 
1952, compelling the mills to restrict their production of 
dhotis to 60 per cent of their average monthly output 
for 1951-52 and not to undertake dyeing oisaris. It may 
be noted that the production of saris with dyed 
yarn in their bodies had been reserved for the hand- 
looms even before. This brought up again the old 
controversy of handlooms versus mills. Without enter¬ 
ing into the details of the controversy, two remarks 
may be made here. First, it will be conceded on all 
hands that relief should be given to the weavers in 
their distress. Secondly, a sound industrial policy 
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should be based on the principle of fostering those 
cottage industries that have a future without detriment 
to the normal development of the large-scale industries. 
On the Other hand, it is unwise to prop up artificially all 
cottage industries, whether they have a chance of 
survival or not, at the expense of large-scale industries. 
The proper course, in the case of cottage industries 
which, on careful examination, are proved to have no 
future, is to assist the workers engaged in them to move 
to other occupations, giving them in the meanwhile any 
temporary relief that may be necessary. 


I 



Chapter XXI 
Industrial Policy 


Before the British era, Indian rulers had patronised 
arts and crafts, particularly those concerned with the 
manufacture of luxury and artistic products. The East 
India Company at first encouraged the manufacture of 
goods which it needed for export, but later on, owing to 
the pressure of vested interests at home, it abandoned 
that policy and contented itself with the export of 
raw materials to feed the English industries. For many 
years since then, the policy of the Government was one 
oilaissez faire as in England. Under this policy the 
Government let the industries develop as they might, 
giving them no assistance beyond the provision of tech¬ 
nical and industrial education, dissemination of com¬ 
mercial and industrial information, the organisation of 
industrial exhibitions and the publication of mono¬ 
graphs on Indian industries. 


However, towards the close of the nineteenth 
century a more active policy was taking shape. The 
first step in this direction was taken in Madras where, 
under the able guidance of Sir Alfred Chatterton, the 
Government started a factory for the manufacture of 
aluminium wares and developed handloom weaving, 

the manufacture of leather by the 


Beginnings of 
Active Policy 


chrome process, etc. In 1905 the 
Government of India created a separate 


Imperial Department of Commerce and Industry with 
a view to develop a considered policy in regard to the 
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stimulation of industries. In the United Provinces a 
Director of Industries was appointed in 1910. The 
Government also gave loans or grants to industrial 
concerns, besides starting a pioneer cotton- seed oil 
factory at Cavvnpore. In Bengal a Superintendent of 
Industries and an Inspector of Technical and Industrial 
Institutions were attached to the Education Department. 
In the Central Provinces, apart from encouraging indus¬ 
trial education by means of state scholarshTps, the 
Government made attempts to revive and promote 
cottage industries, such as weaving, tanning etc., and also 
carried out industrial surveys in almost all districts. 


This gradual extension of state activity in regard to 

industry was opposed by the European mercantile com¬ 
munity in India from motives of self-interest, but the 
real set-back to it came in 1910 when Lord Morley the 
then Secretary of State, sent his famous Disp’atch 

Lord Moneys disapproving of the efforts of the 

Dispatch Government to start new industries 

even when such efforts were concerned 
only with experiment and demonstration. He wanted 
the Government to confine itself to industrial instruc¬ 
tion alone. “The policy which I am prepared to 
sanction, he declared in the Dispatch, “ is that State 
funds may be expended upon familiarising the people 
with such improvements in the methods of production 
as modern science and the practice of European count 
Ties can suggest; further than this the State should 
not go, and ff must be left to private enterprise tt dl 

monstrate that these improvements can be adooted 

with commercial advantaee ” Thic adopted 

17 vantage. This uncompromising 
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declaration of the laissez faire creed had a deadening 
effect in India. The Government pioneer factories were 
disbanded, and the Governments concerned, particularly 
that of Madras, withdrew from the field of promoting 
industry even more than was necessary. In 1912 Lord 
Crewe, who succeeded Lord Morley, pointed out that the 
Madras Government had placed too narrow a construc¬ 
tion on the Dispatch of 1910 by restricting its efforts to 
the running of industrial schools, and declared himself 
in favour of “ the purchase and maintenance of experi¬ 
mental plant for the purpose of demonstrating the 
advantages of improved machinery or new processes and 
for ascertaining the data of production.” But the 
Government of India would not act along these lines as 
it was oppressed by doubts about the propriety of 
adopting the somewhat bolder policy outlined by the 
new Secretary of State. However, Departments of 
Industry were created in several provinces. Thus by 
1914 the regeneration of indigenous industries, promot¬ 
ed by the Swadeshi movement and Government 
assistance, had suffered severely as a result of the laissez 
faire policy. 


When the first World War broke out, the industrial 


deficiency of the country and its consequences became 
quickly apparent. In May 1916 the Indian Industrial 
Commission was appointed to examine the question of 
the industrial development of India with a view to 

indicate new openings for the profita- 


The Indian 
Munitions Board 


ble employment of Indian capital in 
commerce and industry and the 


manner in which the Government could usefully give 
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direct encouragement to industrial enterprise. While 
the investigations of the Commission were proceeding, 
an emergency policy of stimulating the local manu¬ 
facture of munitions was called for in order to over¬ 
come the difficulties of obtaining stores for war and 
other essential purposes. This led to the establish¬ 
ment of the Indian Munitions Board in February, 1917, 
“ to control and develop Indian resources with special 
reference to the needs created by the war, to limit and 

coordinate demands for articles not manufactured and 


produced in India and to apply the manufacturing 
resources of India to war purposes with the special 
object of reducing demands on shipping.” Although 
concerned primarily with assisting the prosecution of 
the war, the Board was able to help the growth of 
indigenous industries in several ways, such as (i) the 
direct purchase within the country of articles and 
materials of all kinds to meet the needs of the army the 
civil departments and the railways ; (ii) the diversion of 
orders from abroad to manufacturers in India through 
the priority system and control over Home indents- 
(in) assistance to individuals and firms in importing 
plant or engaging experts or skilled labour from abroad • 
and (iv) the provision of information and expert advice 
to those interested in establishing new industries in 
n la. As a result of these various activities of the 
oard many industries were considerably stimulated 
After ffie war the Munitions Board was merged with the 
mperial Department of Industry and Commerce. 

1 VI In^Justrial Commission reported in 1918. It 
aid down two basic principles, viz. (1) that, in future 
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the Government must play an active part in the indus¬ 
trial development of the country, with the aim of mak¬ 
ing India more self-contained in respect of men and 

material, and (2) that it was impossible 

?ria'rcommlss‘irn Government to undertake 

that part, unless provided with 

adequate administrative equipment and forearmed with 
reliable scientific and technical advice. Among the 
specific recommendations it made in pursuance of these 
principles, the most important were the creation of 
Imperial and Provincial Departments of Industries, the 
constitution of Imperial and Provincial Industrial and 
Chemical services, and the establishment of an Imperial 
Department of Stores at Calcutta with a branch in each 
province to control the placing of all Government orders 
and contracts. 


As suggested by the Commission, the Imperial 
Department of Industries was promptly organised and 
Departments of Industries were started in all the pro¬ 
vinces. Since the development of industry became the 
concern of the Provincial Governments under the 
Montagu-Chelmsford Reforms, the Imperial Depart¬ 
ment of Industries was to operate only as a clearing¬ 
house of information and as an advisory and liaison 
department, placing its resources freely at the disposal 
of the provinces and assisting them, when required, with 
technical advice. The Provincial Departments of 
Industries, in whose hands the work of fostering indus¬ 
trial development rested, were to carry out a ;variety of 
functions falling under three main classes, viz. promo¬ 
tion of technical and industrial education, provision of 
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industrial information, and assistance to industries in 
finance as well as by means of arts and crafts depots 
and industrial exhibitions. Besides these functions, 
they were to control a number of activities, such as well- 
boring and technical education, and to perform a good 
deal of administrative work, like inspection under the 
Boilers and Electrical Works Acts, prevention of 
smoke nuisances, and investigation into labour pro¬ 
blems. It may be noted, however, that, for various 
reasons, their achievement fell short of expectations. The 
Chemical Services Committee was also set up, as 
recommended by the Industrial Commission, though 
the plan of an All-India Chemical Service was dropped 
with a view to allow the Provincial Governments greater 
treedom of action in the matter. The Commission’s pro¬ 
posal regarding the organisation of a system for the 
loca purchase of Government and railway stores was 
implemented in 1922, when an Indian Stores Depart¬ 
ment was set up. The Metallurgical Inspectorate at 
Jamshedpur and the Government Test House at Alipore 
were later incorporated with it. From its inception the 
Department has rendered valuable service by purchasing 
article^s, wholly or partially manufactured in India 
according to a prescribed order of preference. 


Assistance to industry has also been given in 
various other ways, such as financial aid under the State 

those of'poo"^' iT’ institutes like 

and M^LareTc’,. ““ya, Pa,„a 


I 


CH. 20 
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By far the most important kind of assistance to 
industry since 1923 has been the policy of discriminat- 
n* • • ing protection.^ The growth of many 

Discriminating . t,..- , 

Protection industries is due, in a substantial mea¬ 
sure, to this policy which, more than 
any other single factor, has truly ushered in a new era 
of industrial expansion in India. 

During the second World War there was a great 
increase of state activity in relation to industry, which, 
though immediately governed by the needs of the war 
effort, was of permanent value to the industrial pro¬ 
gress of India. The Government Technical Training 
Scheme, the Bevin Boys’ Scheme, the Supply Depart¬ 
ment created for purchases on behalf of the Government, 
and the Board of Scientific and Industrial Research 
are a few notable instances. 


Already before the war opinion in India was tend¬ 
ing towards a purposeful and systematic planning by the 
Government of the development of industry and of the 
economic system as a whole. In 1938 the Indian 
National Congress set up the National Planning Com¬ 
mittee to work out a plan of economic 
development for India, but, owing to 
the turn of political events, the 
Committee could not proceed with the work, and later 
in 1945 when it resumed it, it had to be content with 
formulating proposals and conclusions for general 
guidance and information ' rather than precise blue¬ 
prints on account of the lack of full statistical data and 


Industrial 

Planning 


1. Cb 26 
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of other facilities. Meanwhile, in 1943 a programme 
for post - war reconstruction in India was drawn up by 
Sir M. Visvesvaraya, and in 1944 eight prominent 
Indian businessmen issued Part I of what has come to 
be generally known as the Bombay Plan, the second 
Part following soon after in January, 1945. On its part 
the Government of India constituted in 1941 the Post- 
War Reconstruction Committee with four sub-com¬ 
mittees and a consultative committee of economists. It 
also created in August, 1944, a special department called 
the Planning and Development Department. During its 
brief career which ended with the appointment of the 
interim Government in 1946, this department did 
valuable work in laying down a policy of economic 
development, especially under the able leadership of 
Sir Ardeshir Dalai. In its essentials the policy, as 
defined in the policy statement of 1945, envisaged 
Government control of twenty major industries and the 
nationalisation of important industries like aircraft, 
automobiles, chemicals, iron and steel, prime movers,' 
transport vehicles, electrical machinery, machine tools' 
and electro-chemical and non-ferrous metals, provided 
adequate private capital was not forthcoming. The 

policy could not be implemented on account of subse- 
cjuent political developments. 

After the attainment of independence the Govern¬ 
ment of India outlined its industrial policy in 
the Industrial Policy Resolution of April 6, 
1948, as follows: (1) The manufacture of arms and 
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ammunition, the production and control of atomic 

The Industrial energy, and the ownership and manage- 
**°***=y railway transport should 

be the exclusive monopoly of the 
Central Government. (2) The State will be responsible 
for the establishment of new undertakings in the field of 
coal, iron and steel, aircraft manufacture, shipbuild¬ 
ing, manufacture of telephone, telegraph and wireless 
apparatus excluding radio receiving sets, and mineral 
oils. Existing undertakings in this sphere will be allow¬ 
ed to develop for a period of ten years, the Govern¬ 
ment giving them all assistance for such development; 
but at the end of the period, they will be reviewed and, 
if deemed necessary, acquired by the Government on 
payment of a fair and equitable compensation. The 
generation and distribution of electric power will be 
controlled by the state through the Central Electricity 
Commission created for the purpose. The management 
of state enterprises will be carried on, as a rule, through 
the medium of public corporations under the statutory 
control of the Central Government. (3) The rest of the 
industrial field will normally be open to private enter¬ 
prise, though the state will also progressively 
participate in this field and will not hesitate to 
intervene if the progress of an industry under private 
enterprise is not satisfactory. Moreover, even in this 
field, certain basic industries of importance are to be 
regulated by the Central Government, especially as 
regards location. There are 18 such industries viz. 
salt; automobiles and tractors ; prime movers ; 
electrical engineering ; other heavy machinery ; 
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machine tools ; heavy chemicals, fertilisers, phar¬ 
maceuticals and drugs; electo-chemical industries; 
non-ferrous metals ; rubber manufactures ; power and 
industrial alcohol; cotton and woollen textiles ; cements; 
sugar; paper and newsprint ; air and sea transport; 
minerals; and industries related to defence. (4) Though 
cottage and small-scale industries fall within the pro¬ 
vincial sphere, the Central Government will investigate 
how far and in what manner they can be coordinated 
and integrated with large-scale industries. 


In order to implement this resolution, the Govern¬ 
ment introduced in March, 1949, the Industries 
(Development and Regulation) Bill which sought to 
introduce a comprehensive system of control over indus¬ 
tries. Owing to the organised opposition of the indus¬ 
trialists the Bill was amended so as to remove the dis- 

(oU^X-Vand passed into 

Regulation) Act, law in 1951. The Industries (Develop- 

ment and Regulation) Act aims at the 
development and regulation of certain specified indus¬ 
tries. For this purpose it provides for the establish¬ 
ment of a Central Advisory Council consist¬ 
ing of a Chairman and members not exceeding thirty in 
number, to advise the Government on matters concern¬ 
ing the development and control of industries in ques¬ 
tion. Provision is also made for the constitution of a 
Development Council in each industry. The Act lays 
down that all industrial undertakings should be regis¬ 
tered in the prescribed manner and that for every new 
industry or any substantial expansion of an existing 
industrial undertaking a licence should be obtained from 
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the Central Government, It also empowers the Central 
Government, in certain cases, to take over the manage¬ 
ment of an industry, if the latter has failed to carry 
out the instructions of the Government. 

Both the Industrial Policy Resolution and the 
Industries (Development and Regulation) Act have 
in view the ideal of a mixed economy. But 
private enterprise is not given the place which is 
due to it in a mixed economy properly so-called. On 
the other hand, the “ mixture ” is made up of an unduly 
large proportion of state enterprise. Moreover, the 
threat of nationalisation after a period, specified or 
otherwise, acts as a deterrent to private enterprise. 
It is true that latterly the threat has been held out rather 
sparingly, but so long as it is there, private enterprise 
cannot feel reassured. A wise industrial policy should 
enlist the fullest co-operation of private enterprise and 
this can be done only when the proper place of private 
enterprise vis-a-vis state enterprise in a sound social 
order is given due recognition. 



Chapter XXII 

Industrial Organisation and Finance 

The Managing Agency System 

A peculiar feature of the organisation of large-scale 
industries in India is what is known as the Managing 
Agency system. A managing agency firm takes the 
form of an individual proprietorship, a private partner¬ 
ship, a private limited company or a public limited 
company. It is commonly organised as a private 
partnership of three or four members, usually related to 
one another, or as a public limited company. 

The managing agency system first came into exis¬ 
tence in the following circumstances. When British 
companies, with their headquarters in London, embarked 
on new enterprises in India, they needed the services of 
managers in the country with first-hand knowledge of 

conditions on the spot. They entrusted 

Origin the new projects, therefore, to old- 

established, well-known firms which 
undertook the management of such projects on a com¬ 
mission basis and thus became their managing agents. 
Sometimes, when a British merchant, on retirement, 
converted his private business into a public company, 
he entrusted the actual management to a well-known 
firm, making it the managing agents. The managing 
agency system was found to be mutually advantageous 
to the managing agents as well as the new concerns 
managed by them. The managing agents preferred the 



268 


managing agency to the direct promotion of a new 
enterprise, because it meant less trouble, less risk, and 
greater facility in raising capital. The new concerns 
welcomed the system, because it helped them to surmount 
the great difficulty in India of finding suitable managing 
directors. 


The managing agency system, which thus came into 
existence in European concerns, was later adopted also 
in Indian concerns. The European and Indian managing 
agency firms differ in their methods and organisation. 
Some of the well-known European managing agency 
firms are Martin & Co., Burn & Co., Binny & Co., 
Andrew Yule Co., and Brady & Co., and prominent 
among Indian managing agency firms are Tata Sons & 
Co., Currimbhai Ebrahim & Sons, Cowasji Jehangir & 
Co., Birla Bros. Co., C. N. Wadia & Co., etc. The 
managing agency system is now found in almost every 
important branch of industry: cotton mills, jute mills, 
coal mines, iron and steel industry, plantations, flour 
mills, steamship companies, sugar mills, etc. A firm 
acts as managing agents for several concerns not only in 
the same industry but also in different industries. A 
notable feature is that the managing agency firms 
represent mostly the merchant class. This is no accident. 
For merchants have an advantage in respect of business 
knowledge, training of character, capital, trade connec¬ 
tions and confidence of the public. 


The managing agents were promoters, financiers 
and managers of the enterprise looked after by them. 
They were, so to speak, “ the universal providers of 
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industry Their name inspired confidence in the 
public mind about the soundness of the business spon¬ 
sored by them and thereby ensured its 

Functions Successful flotation. In several cases 

they nursed industrial enterprises for 
a long time and threw them open to public subscription 
only when they felt confident that they could be safely 
launched. They managed the industries, as a rule, with 
great interest and efficiency. They rendered them 
valuable assistance by securing much-needed capital. 
They themselves subscribed to a good proportion of 
their shares and debentures and often induced their 
friends and relatives to do so. They helped them to 
obtain loans from the banks by offering their guarantee 
for such loans. They also made advances out of their 
funds to finance their development and extension, or to 
meet an emergency, like a period of depression. ’Their 
example and reputation attracted funds from the public 
who bought shares and debentures, or made deposits. 
Thus they performed in respect of Indian industry 
functions similar to those performed by the issue houses 
of England and the industrial banks of Germany in 
relation to the English and German industries respect¬ 
ively. Further, by their control over a number of allied 
trades and industries, they secured some of the econo¬ 
mies of horizontal and vertical combinations. 

While thus the managing agency system rendered 
signal service in the development of Indian industries 
It was not free from defects and weaknesses, which came 
into evidence all the more in reeent years. It reduced 
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the directors to a miaor role devoid of any real res¬ 
ponsibility. Likewise, it deprived the 
Disadvantages shareholders of their power. It lacked 

enterprise, and was unduly conserva¬ 
tive and reluctant to embark on new ventures. It had a 
preference for commercial over industrial enterprises, 
which tended to retard the industrialisation of the 
country. It was not always efficient nor equipped with 
sufficient technical knowledge, and this was especially 
the case when it was hereditary. 

Apart from these general shortcomings, there were 
several specific malpractices in the working of the 
system to which the Tariff Board drew pointed attention 
in its first report on the cotton-mill industry. Managing 
agents carried on speculative purchases of cotton, treat¬ 
ing them as their own, if successful, and passing them on 
to the mill managed by them, if unsuccessful. They 
received secret commissions on purchases and other 
transactions made on behalf of the mill. They had the 
surplus funds of the mill invested not with banks but 
with firms of shroffs which were their own. They often 
had auditors who were their relatives. They not only 
employed brokers who operated on their own account 
or who were in possession of cotton, but they themselves 
acted sometimes as guarantee brokers for the mill. 
They were not sufficiently alert in promoting the mill’s 

l^y studying the needs of the market at home 
or abroad. In the purchase of stores there was room 
for shady transactions. Where the managing agents 
were paid a commission on the total volume of 
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production, th^y tended to swell the output irrespective 
of the effect of such a policy on the profits of the mill. 


On account of these various defects and malprac¬ 
tices some people demanded that the managing agency 
system should be abolished, while others urged that it 
should be suitably reformed by means of proper statu¬ 
tory control. In accordance with the latter view, the 


The Indian 
Companies 
( Amendment ) Act, 
1936 


Indian Companies Act was amended 
in 1936 so as to bring the managing 
agents specifically under the provisions 


of the Act. By the amendment the 


tenure of the managing agents was fixed at twenty years; 
commission on the basis of sales was prohibited ; the 
inter-investment of mill funds was checked by the provi¬ 
sion that no company could purchase the shares and 
debentures of any other company under the same 


managing agency except with the unanimous approval 

of the Board of Directors of the purchasing company ; 

any additional remuneration for subsidiary services 

rendered by the managing agents could be paid only 

with the sanction of a special resolution of the company; 

and the number of directors nominated by the managing 

agents was limited to a maximum of one-third of the 

total number, the object being to secure the indepen- 
dence of the directors. 


The aim of these legal restrictions was to rid the 
managing agency of its glaring defects and to enable it 
to function on the basis of the harmony of its inte¬ 
rests and those of the company under its control. 
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Subsequently, further restrictions became necessary when 

there was a great deal of trafficking in 

The Indian • i . j 

Companies managing agency rights and cornerin 
(Amendment) Act, of shares in the open market with 

view to acquiring control over the 
management of well-established and reputable companies 
for anti-social purposes. They were imposed by the 
Indian Companies (Amendment) Act, 1951. By this 
Act the approval of the Central Government was 
necessary for i. all actions concerning the appointment, 
re-appointment and number of managing directors and 
their remuneration, ii. the extension of the term of 
office of managing agents, iii. the transfer of office by 
managing agents, and iv. any important change in the 
constitution of managing agencies. The Act also 
prohibits the payment of excessive remuneration to the 
managing agents or managing directors. 


It is sometimes said that India, which benefited 
considerably from the managing agency system in the. 
last century, has now outgrown it. It is, of course, true 
that the need for the managing agency system has 
diminished in recent years, but it has not disappeared as 
yet. The need will persist so long as industrial 
leadership and channels of industrial finance are not 
sufficiently developed to take the place of the managing 
agency system. Till then it will have a useful role to 
play in the economic development of India. 

Capital for Industries 


Industry in India is financed partly by indigenous 
capital and partly by foreign capital. The chief sources 


bi) ca 
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of indigenous capital are individuals, commercial banks, 
co-operative banks and managing agents. The supply 
of capital from individuals, whether moneylenders or 


Indigenous 

Capital 


not, was on the whole negligible, 
though in the case of the cotton mills 
in Bombay and Ahmedabad current 


finance was mostly derived from public deposits. 
Equally inconsiderable was the capital forthcoming 
from co-operative banks, and what little they supplied 
was useful only for small artisans like weavers. The 


commercial banks, following the example of the English 

commercial banks, restricted themselves to the provision 

of short-term capital to industry. They did nothing to 

meet the needs of industry for block or long-term 

capital. The gap was filled by the managing agents 

who were to industry in India what investment houses 

and industrial banks were to industry in other lands. 

They secured for the enterprises which they managed all 

Ae necessary capital, whether short-term or long-term, 

in addition to assisting them with funds in times of 
emergency. 


This system of indigenous finance for industry 

had to be put on a more satisfactory basis. The 

examined by the Industrial Commission 

n Banking Enquiry Commit- 

(1930-31). The Industrial Commission recom- 

Industriai mended, among other measures, the 

Banks establishment of industrial banks with 


Oovernment assistance at least in the 
orm of expert advice. Owing to the financial stringency 

of the mter-war period, the industrial banks could not 
18 
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be started. Moreover, the experience with industrial 
banks had been discouraging : the few banks organised 
earlier had all gone into liquidation. Even the Tata 
Industrial Bank, which held out the brightest prospects, 
was soon obliged to abandon the industrial side of its 
work, and eventually (1923) merged with the Central 
Bank of India. A certain amount of assistance, how¬ 
ever, was rendered in the direction of industrial finance 
from 1923 under the State Aid to Industries Acts in the 
Punjab, Madras, Mysore, Bihar, Orissa and Bengal and 
the State Aid to Industries Rules in Bombay. The 
Central Banking Enquiry Committee recommended that 
in addition to greater co-operation of the commercial 
banks with industrial enterprises, Provincial Industrial 
Corporations should be set up, with branches, if necess¬ 
ary, and working with capital largely supplied by the 
respective Provincial Governments. These corporations 
should provide long-term capital to industries which 
would benefit the public, add to the wealth of the 
provinces and give employment to their people. The 
Committee also recommended the establishment of an 
All-India Industrial Corporation to assist certain indus¬ 
tries of national importance coming within the purview 
of the Central Government and to co-ordinate the 
policies of the Provincial Industrial Corporations. 

Special institutions for the financing of industries 
somewhat on the fines suggested by the Central Banking 
Enquiry Committee were started before the second 
World War in Bengal and the United Provinces. The 
Industrial Credit Syndicate of Bengal, registered in 
March, 1937, with an authorised capital of Rs. 50,00,000 
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was to finance small and cottage industries in the 
province. It could lend to any single customer up to a 
maximum of Rs. 15,000 for a period not exceeding 
10 years. The Government of Bengal undertook to 
assist it by sharing, to a certain extent, its losses, if any, 
as well as administrative expenses during the first five 
years. The United Provinces Industrial Corporation 
was set up with a fully paid up capital of Rs. 15,00,000. 
It was to assist industrial companies having a capital 
not exceeding Rs. 50,000. The Government of the 
United Provinces guaranteed the payment of Rs. 60,000 
annually to enable the company to declare a dividend, 
besides making an annual contribution of Rs. 20,000 
for the first five years towards the cost of management. 


In February, 1948, the Central Legislature passed the 
Industnal Financial Corporation Act, under which the 
Corporation was set up in the following July. The 
object of the Corporation is to facilitate the provision 
of medium and long-term capital to industrial enter- 


iis snare capital is Rs 


Industrial ^ IS Rs. 10 

Finance crores, of which Rs. 5 crores is paid-up 

Corporation Capital. Forty per cent of the shares is 

Central Government and 
the Reserve Bank, 25 per cent by the scheduled banks 
25 per cent by the insurance companies and 10 per cent 
by the co-operative institutions. A majority of the 
^ares is arranged to be in the hands of the Central 
Government and institutions under its ownership or 

The rGovernment 
return of the capital and a minimum dividend of 2i per 
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cent. The Corporation is managed by a Board of 
twelve members including a Managing Director, of 
whom four are nominated by the Central Government 
and two by the Reserve Bank, the rest being elected by 
the shareholders. It can borrow up to five times its 
share capital and reserve fund and accept deposits up to 
Rs. 10 crores for periods of not less than five years. It 
can render financial assistance only to limited companies 
and co-operative societies and in the following ways : 
i. by advancing loans to industrial concerns or subs¬ 
cribing to their debentures which should be repayable in 
25 years and properly secured ; ii. by underwriting their 
issue of stocks, shares and debentures; iii. by guarantee¬ 
ing loans raised by them in the open market and 
repayable within 25 years. Being primarily a lender, it 
is prohibited from subscribing directly to the shares or 
stocks of companies. It is empowered to grant loans 
not only in Indian currency but also in foreign currency, 
as the latter may be required to obtain the necessary 
foreign exchange for the import of capital goods. It 
may also act as an intermediary to obtain loans for 
industrial development from bodies like the Inter¬ 
national Bank for Development and Resettlement and 
the Export and Import Corporation of U. S. A. During 
the first two years of its working the Corporation 
sanctioned loans up to Rs. 7 crores, out of which only 
a little over Rs. 3 crores was actually drawn. The 
industries which received accommodation included the 
manufacture of textile machinery, mechanical and 
electrical engineering, cotton and woollen textiles, 
rayon industry, chemicals, cement, glass, oil mills. 
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State 

Financial 

Corporations 


sugar, mining, etc. The Corporation has not so far 
done any underwriting business. 

In 1951 the State Financial Corporations Act was 

passed by the Indian Parliament. By this Act the State 
Government may establish a Financial Corporation with 
an authorised capital of not less than Rs. 50 lakhs and 
not more than Rs. 5 crores. The shares of the 

Corporation as well as the bonds 
and debentures issued by it to raise 
additional capital shall be guaranteed 
by the State Government. The Cor- 

poration may accept deposits. Its management will be 

FYPr r ^ Board of Directors, assisted by an 

• ri Committee. The Corporation will assist 

to r ^ the accommodation to be granted 

ny single industrial concern being limited to a 

maximum of Rs 10 lakhs tv,.* 1 ^ 

Financial ‘'^/akhs The establishment of State 

financial Corporations is a necessary complement to 

the Industrial Finance Corporation to meet the capital 

needs of industries outside the purview of the latter!^ 

part in ^ predominant 

n t d^olm t“h^ considerable 
Coital i’ increase in the share of indigenous 

esC. “ /r- '■ “ '» 

ccurately the amount of foreign capital in 

Foreign India. Recendy B. R. Shenoy calcu- 

Capitai : that foreign investments in India 

Extent to £ 2,275 million in March, 

According to the Census of overestimate. 

and Assets ” made bv the n Liabilities 

made by the Reserve Bank of India on the 
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directive of the International Monetary Fund, the foreign 
liabilities of the country on Government and private 
account as on June 30,1948, amounted to Rs. 648 crores 
and Rs. 320.42 crores respectively. Of the latter 
Rs. 253-62 crores are in the form of direct investment 
and Rs. 66.80 crores in the form of portfolio invest¬ 
ment 1. Out of the total private investment, Rs. 230 
crores or 72 per cent are British investments, the invest¬ 
ments of other countries being in the descending order: 
U. S. A. Rs. 18 crores; Pakistan Rs. 15 crores; British 
West Indies Rs. 8.9 crores; Switzerland Rs. 6.01 crores; 
Canada Rs. 5.73 crores and Nepal Rs. 4.37 crores. A 
larger proportion of foreign capital is invested in 
trading companies than in manufacturing concerns. 
Among industries it is distributed as follows : tea plan¬ 
tations Rs. 51.62 crores; mineral oils Rs. 22.57 crores; 
electricity Rs. 19.35 crores; jute Rs. 15.74 crores; 
cotton Rs. 11.70 crores; iron and steel hardware 
Rs. 6.52 crores; coal Rs. 4.04 crores ; coffee plantations 
Rs. 1.21 crores. 

Now, the objection to foreign capital was in respect 
not of loan capital but of investment capital, as the 
latter involved control over industrial enterprises. The 
Indian Fiscal Commission examined the question and 

expressed itself in favour of the use of 

Advantages foreign investment capital on account 

of the following advantages ; (i) it 

would expedite the process of industrialisation and thus 

1 In direct investments proprietary rights are accompanied 
by control, while in portfolio investments there are only 
proprietary rights but not control. 
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enrich the country; (ii) it would bring with it technical 
knowledge and organisation which would eventually 
enable Indians to develop industries ; (iii) it would bear 
the initial cost of development and thereby smooth the 
path of indigenous enterprise. 

On the other hand Indian leaders urged that these 
advantages were offset by serious disadvantages, such as 
the following ; (i) under a system of foreign enterprise, 
profits would go out of the country ; (ii) foreign firms 

would reserve the superior posts to 
Disadvantages their own men, excluding Indians from 

them; (iii) they would not train Indians 
in industrial organisation and technique; (iv) foreign 

capital would give rise to vested interests which would 
throw their weight on the side of the Government in 
opposition to the struggle for freedom. 


Aware of these disadvantages on the one hand and 
of the necessity of foreign capital for the country’s 
economic development on the other, the External Capital 
Coinmittee of the Indian Legislature recommended that 
oreign enterprise should be made subject to the follow- 

Externai Capital restrictions : (ii foreign companies 

Committee snoulci be incorporated and registered 

iri India with a rupee capital so that 
Indians might have facilities for investment; (ii) a 
proportion of the shares of such companies should be 
reserved for Indian investors so as secure some Indian 

cont^rol over the management; (iii) a certain percentage 

of the directors should be Indians, preferably chosen by 
the Indian shareholders; (iv) all companies, foreign as 
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well as Indian, should provide facilities for the training 
of Indian apprentices, penal taxation being imposed for 
non-compliance. 

After independence, the political argument against 
foreign capital that it would obstruct the freedom move¬ 
ment had no longer any significance. But the need for 
foreign capital was still there, all the more so in view of 
the rapid economic development of the country that was 

envisaged. In the circumstances a clear 
Present Policy Statement of policy regarding foreign 

capital was called for, and it was 
made by Pandit Nehru on April 6, 1949. The Govern¬ 
ment of India, the Prime Minister said, would gladly 
welcome foreign capital to contribute in a constructive 
and co-operative role to the development of Indian 
economy. Such capital should be utilised in conformity 
with the industrial policy of the country. No restric¬ 
tions or conditions which were not applicable to similar 
Indian enterprise would be imposed on it. Its profits 
would be subject to the same regulations as those of 
Indian enterprise. Facilities for remittance of profits, 
or even transfers of capital, would be given, the only 
restriction being the availability of foreign exchange. 

In the event of any foreign concern being compulsorily 
acquired by the Government, compensation would be 
paid on a fair and equitable basis. While normally the 
major interest in ownership and effective control should 
be in Indian hands, the Government would not object 
to foreign capital having control over a concern for a 
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limited period, if it was in the national interests. 
British and other non-Indian interests were assured that 
the Government had no desire to injure them in its 
pursuit of a policy of encouraging the growth of Indian 
industry and commerce including such services as 
banking, shipping and insurance. This policy, no doubt, 
offers fair terms for foreign capital, but the threat of 
nationalisation implied in it is apt to discourage all 
private enterprise, whether foreign or indigenous. 





Chapter XXIII 
Labour Legislation 

The initiative for factory reform in India was first 
taken by Lancashire cotton manufacturers and mer* 
chants out of motives of self-interest not unmingled 
with humanitarianism. While they felt honest sympathy 
with the lot of the Indian factory workers, they were 
chiefly interested in crippling, if possible, the Indian 
cotton mills, which they regarded as rivals to their own, 
by imposing on them additional burdens through factory 
reform. The agitation carried on by them in the press 
and in the House of Commons for factory legislation 
in India led to the appointment of the Bombay Factory 
Commission in 1875 to investigate conditions in Bom¬ 
bay, where all the more important factories, except jute 
factories, were found at that time. 


The Commission’s findings were mainly that work 
was carried on in the mills from sunrise to sunset, that 
there was no regular holiday, and that children of eight 
and sometimes of six or seven years of age were employed. 


It recommended the fixing of a minimum age for the 


The Indian 
Factory Act, 1881 


employment of children, the limitation 
of working hours for all workers to 
ten with a reduction in the case of 


children, and the provision of a weekly holiday and 


improved ventilation. But no immediate action was 
taken. The agitation for factory reform continued 


both in England and in India, resulting eventually in the 


passing of the Indian Factory Act of 1881. The Act 
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applied to all factories using power and employing not 
less than 100 persons, except ginning and other seasonal 
factories. It forbade the employment of children below 
seven and limited the work of children from seven to 
twelve years to nine hours per day, and provided for 
them a midday interval of one hour and four holidays 
per month. Safeguards for the prevention of accidents 
were also laid down. The Act was largely evaded 
owing to the difficulty of ascertaining the age of the 
children. 


Scarcely had the Act come into force when Lanca¬ 
shire agitated for its revision on more rigorous lines. 
Further inquiries into factory conditions were made in 
1882 and 1884. A resolution passed at the Berlin 
International Labour Conference, convened by Bismarck 
in 1890, lent support to the Lancashire demand fora 


The Indian 
Factories Act, 
1891 


more stringent factory law. In these 
circumstances, the Government ap¬ 
pointed the Indian Factory Com¬ 


mission m 1890 to examine the 
question and make recommendations. The Commis¬ 


sion recognised the need for further legislation but 
urged that such legislation should be thought out 
with special reference to conditions in India which 
were not the same as those in England. In 1891 
the Indian Factories Act was passed. It applied to all 
factories using power and employing not less than 50 
persons, except ginning and other seasonal factories. 
Local Governments were, however, given power to 
extend the provisions to factories employing not less 
than 20 persons. Not only children but also women 
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were given protection under the Act, which thus marked 
an improvement on the previous Act. As regards 
children, the minimum age of employment was raised to 


nine, and children between nine and fourteen years were 
not to work at night nor for more than seven hours per 
day between 5 A. m. and 8 p. m., with a rest interval of 
half an hour, if employed for as much as six hours. 
All children were obliged to produce age certificates 
from recognised doctors. Women were forbidden to 
work at night, i.e. before 5 a.m. and after 8 p. m., except 
in seasonal factories like the ginning mills, and their 
hours of work were limited to eleven per day with 
not less than Ij hours of rest intervals, the time spent 
by them at the factory being 12J hours in all. A 
midday stoppage of half an hour and one day’s rest in 
seven were prescribed for all workers including men. 
Provision was also made for better ventilation and 
cleanliness and prevention of overcrowding in factories. 
But the results of the Act were far from satisfactory. 
It was because the Act could not be properly enforced 
partly owing to inadequate and inefficient inspection 
and partly owing to the special difficulties confronting 
enforcement in India. 


The introduction of electric light made it possible 
for the mills to work excessive hours, evading the 
provisions of the Factory Acts. The agitation of the 
Lancashire interests continued as before, being further 
strengthened by the Dundee manufacturers who joined 
their ranks. There was a similar agitation in India, in 
which the press, labour leaders and some enlightened 
employers took the lead. The Government appointed 
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the Textile'Factories Labour Committee in 1906, and on 
its findings a more comprehensive Commission was 
appointed in 1908 to investigate conditions in factories 
of every kind in British India. The reports of these two 
bodies revealed that the existing legislation was not only 
defective in several respects but also disregarded in prac¬ 
tice. Moreover, there were special difficulties in enforcing 
It properly. For example, children obtained false age 
certificates from unscrupulous doctors or produced the 
certificates of older children, borrowed for the occasion 
and passed them off as their own. Similarly, excessive 
hours, VIZ. more than twelve per day exclusive of rest 

intervals, were often worked in textile and seasonal 
lactones. 


The Indian 
Factories Act, 

1911 


The majority of the Commission of 1908 regarded 
a twelve-hour day as not excessive for the Indian 
abourer m view of the easy-going manner in which he 
did his work. On the other hand. Dr. Nair, in his 
minority report, pointed out that the Indian labourer 

was lazy mainly on account of 
the excessive hours he had to work — 
a contention which was borne out by 

u greater output resulting from 

shorter hours of work, as, for example, in the eneinee- 

mg in ustries, jute mills and certain cotton mills He 

also drew atto.ion to the injurious effects of cTcessfJe 

wonSL™ He'r "'°*“s, especially the 

work of ^®co™mended, therefore, that the hours of 

all workers, including men, should be limited. 

Act reports, the Indian Factories 

1 was passed, substantially on the basis of 
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Dr. Nair’s recommendations. This Act, while leaving 
the hours of women and children in non-textile factories 
unchanged at eleven and seven respectively, reduced 
children’s hours to six and limited the hours of adults, 
men and women, to twelve per day in the textile 
factories. In order to prevent working for excessive 
hours, it was laid down that mechanical and electrical 
power should not be used in textile factories between 
7 p. M. and 5-30 a. m., except when there was an 
approved system of shifts. Every child was obliged to 
produce, before exployment, certificates of age and 
fitness. Night work was entirely forbidden for women, 
except in ginning mills. In all factories there was to be 
a complete stoppage of work for at least half an hour 
every six hours, and stricter regulations were introduced 
as regards ventilation, lighting, fire escapes, supply of 
water, fencing of machinery, etc. The definition of a 
“ factory ” was extended so as to include ginning and 
other seasonal establishments working for less than 
four months in the year, thus bringing them within the 
scope of factory legislation. 


During the first World War considerable exemption 
from many provisions of the Factory Acts was tempo¬ 
rarily granted in order to facilitate increase of produc¬ 
tion. After the war, in accordance with the Conventions 
adopted by the International Labour Conference at 

Washington in 1919, a new factory 


The Indian 
Factories Act, 
1922 


law was passed in 1922. This Act 
was applicable to all power-using 
establishments employing regularly 


not less than twenty persons, and it could be extended 
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by the local Governments to establishments employing 
not less than ten persons, whether or not power was 
used. It increased the minimum age of employment to 
twelve years and restricted the work of children be¬ 
tween twelve and fifteen years to six hours per day, in 
addition to compulsory rest intervals. The work of all 
adults was limited to eleven per day and sixty per week, 
with a rest interval of one hour after six hours’ work 
and a regular weekly holiday. Women were forbidden 
to work at night between 7 p. m. and 5-30 a. m in any 
factory including the ginnitrg mills. Local Governments 
were given power to fix standards of ventilation and of 
artificial humidification for factories in their respective 
areas. In order to improve factory inspection provision 
was made for the appointment of more full-time inspec¬ 
tors with proper qualifications in the chief industrial 


The Factories Act of 1922 was amended in 1923 
1926 and 1931 to remove certain administrative difficul- 

™3ke a few minor improvements. The 
ya Commission on Indian labour (1929-31) made 

The Factories Act. |^®r-reaching recommendations regard- 
1934 ’ ing factory reform. In the light of these 


T . ‘v.v.wi.iuicuuauons tne Government 
ndia drew up, in consultation with the Provincial 

which provisions of the new Act 

>935. we„ Is 
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i- Factories were classified into two groups: 
seasonal and perennial factories. 

ii. To the three groups of men, women and 
children in the classification of workers was added a 
fourth viz. adolescents who were over fifteen and under 
seventeen years of age and deemed to be children unless 
certified as fit for adult employment. 

iii. In seasonal factories the hours of adults conti¬ 
nued to be subject to the existing maximum limits of 
eleven per day and sixty per week, while in perennial 
factories they were subject fb the lower maximum limits 
of ten per day and fifty-four per week, with certain 
exceptions. In all factories the maximum hours of 
children were reduced to five per day. 

iv. The principle of ‘ spreadoverthat is, the 
limitation of the number of consecutive hours of work,, 
was introduced for the first time, the maximum limit 
being thirteen for adults and seven and a half for 

children. 

V. The existing provisions regarding artificial 
humidification were extended, with power to local 
Governments to authorise factory inspectors to call 
upon managers of factories to carry out, wherever 
necessary, specific measures for increasing the cooling 

power of the air. 

vi. Provision was made for workers’ welfare in 
the shape of shelters for rest, rooms for the use of 
children of women employees, first-aid appliances, 

supply of water for washing, etc. 
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vii. Power was given to local Governments to 
prescribe standards of fitness tor children to be employed 
in factories. 

viii. Certain restrictions were placed on the power 
of local Governments to grant exemption from the 
provisions of factory legislation. 

ix. Inspectors were authorised to require mana¬ 
gers to adopt measures for improving and strengthening 
factory buildings which might be dangerous to workers. 

X. The amount of overtime that could be worked 

was limited and the payment for overtime work was 
fixed. 


The Factories Act of 1934 was amended several 
times. The Factories Amendment Act of 1946 laid 
down a 48-hour week in all perennial factories in British 
India, with power to local Governments to extend this 
limit, if necessary, in the public interest. 


In 1948 a consolidating and amending Factory Act 
was passed and it came into operation from April 1, 
1949. It applies to all power-using industrial esta- 
hshments employing 10 or more persons as well as 
establishments employing 20 or more persons and not 

using power. It may be extended by 
State Governments to any premises 
irrespective of the number of persons 
unployed, where a manufacturing process is carried on 
ith or without the aid of power, except where the work 

Thir worker’s faZy 

There^is no longer any distinction between seasonal and 


The Factories Act* 
1948 
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perennial factories. The State Governments are given 
the power to make rules requiring the registration and 
licensing of factories, and the occupier of a factory shall 
send at least 15 days before occupation to the Chief 
Inspector of Factories a written notice containing full 
details regarding the factory. Elaborate provisions are 
laid down regarding the health, safety and welfare of 
workers, such as adequate ventilation, comfortable 
temperature, prevention of overcrowding, provision of 
amenities, fencing of machinery, precautionary measures 
against fire, dangerous fumes, explosive or inflammable 
dust, washing facilities, first-aid appliances, rest shelters, 

creches, canteens etc. 

The minimum age of employment is raised to 14, 
and children, including adolescents who have not com¬ 
pleted their eighteenth year, are not to work for more 
than 4J hours per day nor between 7 p. m. and 6 a. m. 
They should produce, before employment, a certificate 
of physical fitness from a certifying surgeon. 


For adults the maximum hours of work are fixed at 
48:per week and 9 per day. Women are to be employed 
only between 6 A. M. and 7 P. M. The maximum pread- 
over is fixed at 10^ hours. No worker shall work tnore 
than 5 hours before he has had a rest interval of at least 
half an hour. Overtime work is to be paid at double 
the ordinary rate. Apart from a weekly day of rest, 
provision is also made for leave with wages including 
dearness allowance subject to certain conditions. 


In 1939 Government of Bombay passed the 
Bombay Shops and Commercial Establishments Act, 
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which was the first law in India for regulating the 
conditions of work in shops and commercial establish- 

shopsActs ments. This act was replaced in 1949 

by a new Act which was based on 

the recommendations of a committee appointed in 

1946 to inquire into the working of the former. 

Taking up the lead of Bombay, the Punjab and 

Bengal enacted similar legislation in 1940, Madras, 

Uttar Pradesh and Madhya Pradesh in 1947, and Assam’ 

in 1948. The U. P. and Madhya Pradesh Acts were 

amended in 1949. The Central Government also 

passed a law, the Weekly Holidays Act, 1942, which 

applied to those States which notified its application to 
them 1. 

The Acts apply, with certain exceptions, to shops 
commercial establishments, restaurants and places of 
amusement in selected urban centres The daily hours 
of work are limited to 9 in Bombay, Madhya Pradesh 
and Assam, 8 in U. P. and Madras, and 10 in West 
Bengal and the Punjab. Rest intervals of half an hour 
are prescribed in West Bengal, U. P., and the Punjab 
w le an hours rest interval is granted in Assam’ 
Bombay, and Madras. The maximum overtime woTk 

ost Of the Acts. Provision is made for the weelclv 
ti^^ns In ^ with certain excep- 

entitled Teat 

leave ExSorthfu , * ’ ‘Casual 

ave. except the Bengal Act, the others regulate the 
employment of children and young persons Tte 

1. I. .. enforced in Bihar, Aimer, Coo,a and Oriia. ^ 
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minimum age of employment is 12 in Assam and 
Madhya Pradesh, and 14 in Madras and U. P. The hours 
of work for children and young persons are limited to 7 
per day in the Punjab, Madras and Madhya Pradesh, 
and 6 in Bombay and U. P. Children are not allowed 
to work after 7 p. m. in Bombay, Madras and the 
Punjab, and after 9 p. m. in Madhya Pradesh. The Acts 
contain provisions for regulating the payment of wages. 
As regards overtime wages, they are payable at twice 
the ordinary rates in Madras, U. P. and the Punjab, at 
one and a half times in Bombay and Madhya Pradesh, 
and at one and a quarter times in Bengal. 


The first Indian Mines Act was passed in 1901. By 
the Act provision was made for inspection of mines 
with a view to decrease accidents and provide healthier 


Mines Acts 


conditions of work. Unlike factory 
inspection, inspection of mines was 


placed under the Central Government. 


Mining 


Boards ” were to be set up to advise Government on 


proposed mining regulations. 


In accordance with the recommendations of the 
Washington Conference, the Mining Act of 1923 was 
passed. By this Act the daily hours of work were not 
limited nor was the employment of women underground 
prohibited. It was laid down that children under 
thirteen years of age should not be employed in mines, 
that in the case of adults the hours of labour should be 
limited to sixty and fifty-four per week for surface and 
underground workers respectively, and that there should 
be a weekly holiday. In 1928 by an amending Act the 


i 
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daily hours of work of miners were limited to 12. It 
was not desirable that women should be allowed to 
work underground. On the other hand it was not 
advisable to impose a sudden and absolute prohibition 
on their employment underground, for it would cause 
serious dislocation in the mining industry, since forty-6ve 
per cent of the underground workers were women. 
After a careful consideration of the question, the 
Government framed regulations in 1929 excluding 
women from underground employment forthwith, except 
in the exempted mines ' in which their exclusion was to 
be gradual and to be completed by July 1, 1939. Owinu 
to the demand for increased production during the war 
the ban on the employment of women underground was 
suspended in 1943 but restored later in 1946. 


As a result of the recommendations of the Royal 
Commission on Indian labour and the adoption of the 

^ 1 on Hours of 

Work in Coal Mines, the Mining Act of 1923 was 

further amended in 1935. According to this amendment 

no person was to be employed in a mine for more than 

SIX days m a week. Workers above ground should not 

wor for more than 54 hours per week or 10 hours 

a day and the periods of work should be so arranged 

that along with rest intervals they should not on any 

one day spread over more than twelve hours. Further 

no worker was to work for more than six hours before 

ving a rest interval of at least an hour. The periods 

^ork of persons underground were not in any one day 

1 . coal mines in Bengal,' Bihar and Orissa and the (fen^ 

Provinces and the salt mines in the Punjab 
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to spread over more than nine hours. The employment 
of children below the age of fifteen was prohibited, and 
those below the age of seventeen were allowed to work 
in mines only if they were certified medically to be fit. 

Further amendments of a minor character were 
made in 1936, 1937, 1946 and 1947, the changes intro¬ 
duced by the last two being the provision of bathing 
facilities and creches respectively. In December 1949 a 
consolidating and amending bill was introduced in the 
Legislature and later passed into law. The chief provi¬ 
sions of the Act are ; 

i. The working hours of all adult workers, both 
surface and underground, are reduced to 48 per week. 

ii. The overtime payment is fixed at IJ times the 
ordinary rate for surface workers and twice the ordinary 
rate for underground workers. 

iii. The age limit of persons employed under¬ 
ground is raised from 17 to 18, and the hours of work 
of persons between 15 and 18 years of age are limited to 
4j per day. 

iv. Provision is made for compensatory holidays 
and holidays with pay and for the health and safety of 
the workers on the lines of the Factories Act, 1948. 

The Assam Labour and Emigration Act of 1901 
was one of the earliest labour laws in India. It was 
designed mainly to regulate the system of indentured 
labour for the tea plantations in that State. It prohibited 
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Plantation 
Labour Acts 


recruitment except by licensed contractors. The 

Amending Act of 1915 abolished the 
system of recruitment by contractors 
and set up a Labour Board which 
was to recruit labour through its local agents. In 1920 
the Workmen’s Breach of Contract Act of 1859, which 
had been unduly discriminatory against the workers, was 
modified and in 1926 its penal provisions were repealed. 
The whole question was examined by the Royal Com¬ 
mission on Indian labour, and on the basis of its 


recommendations the Tea Districts Emigrant Labour 
Act, 1932, was passed. The object of the Act is to 
make it possible, on the one hand, to exercise all the 
control over the recruitment and forwarding of assisted 
emigrants to the Assam tea gardens which may be 
Justified and required by the interests of actual and 
potential emigrants ; and, on the other hand, to ensure 
that no restrictions are imposed which are not justified. 
State Governments are given the power, subject to the 
control of the Government of India, to regulate the 
forwarding of assisted emigrants and also their recruit¬ 
ment, if necessary. It is made unlawful to assist persons 
under 16 to migrate, unless they are accompanied by 
their parents or guardians. As regards repatriation, the 
emigrant labourer is given the right of repatriation on 
the expiry of a period of three years from the date of 
his entry into Assam. He can also claim repatriation 
within three years on grounds, such as failing health, 
lack of suitable employment, unjust withholding of 
wages, etc. Provision is made for the appointment of a 
ontroller of Emigrants, assisted by one or more Deputy 
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Controllers, for supervising the administration of the 
Act. The charges for this establishment are to be met 
from an annual cess, called the Emigrant Labour Cess, 
which is to be levied at such a rate not exceeding Rs. 9 
per emigrant as the Central Government may fix for 
each year. 


The Labour Investigation Committee emphasised 
the need for a law regulating the conditions of labour 
on all plantations, and the Plantation Labour Act, 1951, 
was, therefore, passed. The Act applies, in the first 
instance, to tea, cofi'ee, rubber and cinchona plantations, 
and may be extended to any other plantation by the 
State Governments. The hours of work of adults and 
children arc limited to 54 and 40 per week respectively. 
The employment of children under twelve is prohibited. 
Neither children nor women are to be employed at 
night. Provision is made for spreading over the hours 
of work in a day, daily intervals of rest and weekly 
holidays. Provision is also made for amenities, medical, 
educational and recreational facilities, creches, and 
housing accommodation. 


The Payment of Wages Act was passed in 1936. 
Although it applied in the first instance only to factories 
and railways, it has since been extended to all mines 
and several other industries such as plantations, omnibus 
services, etc. Only wages and salaries averaging below 

Rs. 200 per month are covered by it 

means all remuneration 
capable of being expressed in terms of money and 
including any bonus or additional remuneration, but 


Wages Acts 


and “ wages ” 


not travelling allowances, employer’s contribution to 

provident fund, gratuities and value of housing or 

other services to workers. All wages are to be paid 

in cash. The wage period is not to exceed one month 

and the payment of wages is to be made within a 

prescribed time not exceeding 10 days from the end of 

the wage period. Stipulations regarding fines are laid 

down and permissible deductions from wages are 
specified. 


The Minimum Wages Act, 194S, was designed to 
provide tor the fixation ot minimum wages in certain 
employments where sweated labour was prevalent or 
where there was a chance of exploitation of labour It 
covers industiies such as woollen carpet making or 
shawl weaving, rice, flour and dal mills, tobacco manu¬ 
factories including beedi making, plantations, oil mills, 
agriculture, etc., and may be extended to any other 
industry, if deemed necessary. Minimum waee rates are 
to be fixed by the Central or Slate Governments, as the 
case may be, within tw'o years of the passing of the Act 
tor the industries concerned, except aericulture for which 
the limit is three years. The time limit has since been 
extended to four years in the case of the former, while 

m the case of agriculture both the time limit and the 

extent of application of the Act have been left to the 
discretion of State Governments. 

rates^^'min ''^ Provides for the fixation of minimum time 
ates minimum piece rates, guaranteed time rates and 

overtime rates appropriate to different occupations or 

local,ues and f„, adults, adolescents, chlMrerLd 
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apprentices. The minimum rate may consist of a basic 
rate and a cost of living allowance and/or cash value 
of concessions, or it may be a single all-inclusive rate. 
The Central and State Governments are authorised to 
appoint Committees and Sub-Committees to hold enqui¬ 
ries and advise them in administering the Act. The 
Central Government has constituted a Central Advisory 
Board consisting of representatives of the Central and 
State Governments and of employers and employees. 
Other advisory bodies have also been set up both at the 
Centre and in several States. Minimum wages have 
been fixed under the Act in Madras, Orissa, Madhya 
Pradesh, the Punjab, West Bengal, Bihar, Kutch, Uttar 
Pradesh and Delhi. The industries covered are not 
all the same everywhere and, in some cases, include 
agriculture. 

While all railway workshops came under the Facto¬ 
ries Act of 1922, nothing was done to regulate the 
conditions of work of nearly a quarter million workers 
employed by the railways in other occupations, even 
though the Government of India had ratified the 
Washington (1919) and Geneva (1921) Conventions in 

their application to railways in British 

Labour Legislation difficulties StOOd in the 

for Railways . . i i 

way. At length they were overcome 
and the Indian Railway (Amendment) Act of 1930 was 
passed. The Act provided that a railway servant should 
not be employed for more than sixty hours a week on 
the average in any month or, if his employment was 
essentially intermittent, for more than eighty-four hours 
in any week. Temporary exemptions from these limits 
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might be made (i) in an emergency involving serious 
interference with the ordinary working of the railway 
and (ii) in cases of exceptional pressure of work, overtime 
being paid only in the latter case. A weekly rest of full 
twenty-four hours was prescribed, subject to temporary 
exemptions under the same conditions as in the case of 
the hours of work. Compensatory periods of rest for 
the periods forgone were to be granted. Provision was 
made for the appointment by Government of super¬ 
visors of railway labour to inspect railways in order to 
enforce the Act. 


Before the passing of the Workmen’s Compensation 
Act of 1923, a few enlightened employers had adopted a 
system of compensation for their workmen. Moreover, 
an employer was liable to be sued under the Fatal 
Accidents Act, 1885, in case of death arising from an 

accident, though the Act was seldom 
' invoked. The Act of 1923 provided 
Compensation coiiipensation to be paid to work¬ 


men who had sustained injuries by 
accidents arising out of and in the course of employ¬ 
ment. Compensation was also to be paid for certain 
oecupational diseases. Amendments made in 1926, 
1929, 1931 and 1933 considerably extended the Act' 
bringing it into conformity with the draft conventioii 

of the Seventh International Labour Conference ( 1925 ) 

and the recommendations of the Royal Commission on 
Indian Labour (1931) on the subject. The amending 
Act of 1933, which replaced the Act of 1923, applies to 
a wide range of industries including railways, tram¬ 
ways, factories, mines, docks, tea, coffee, rubber 
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and cinchona plantations, electricity or gas gene¬ 
rating plants, construction of roads, bridges and 
tunnels, etc. Persons employed in these industries 
in an administrative or clerical capacity and those 
whose monthly earnings exceed Rs. 300 are excluded. 
The amount of compensation payable depends, in 
the case of death, on the average monthly wages of the 
deceased workman, and in the case of an injured work¬ 
man both on the average monthly wages and the extent 
of disablement. No compensation is payable in respect 


of a “ waiting period ” of seven days following the date 
of injury, though many big firms pay compensation in 
lieu of wages with effect from the date of injury. The 
interests of dependents in cases of fatal accidents are 


safeguarded by ensuring (1) that all cases 


of fatal acci¬ 


dents must be notified to the Commissioner (2) that the 


compensation payable by an employer should be 
promptly deposited with the Commissioner and (3) that, 
where the employer disclaims liability, the dependents 
should get information necessary to enable them to 
decide if they should make a claim or not. The act is 
administered by State Governments through Commis¬ 
sioners appointed for the purpose. By the Workmen s 
Compensation (Amendment) Act, 1946, the maximum 
limit of earnings on which compensation is payable has 
been raised from Rs. 300 to Rs. 400 and a scale of 


compensation for those earning between Rs. 300 and 
Rs. 400 has been laid down. It may be noted that as a 
result of the Act the standard of safety has greatly 


improved without any appreciable increase in the cost 


of production. 


301 


The first Maternity Benefit Act in India was passed 
in Bombay in 1929. It was substantially amended in 
1935 and later extended, with some modifications, to 
Ajmer-Merwara and Delhi. Similar Acts were passed 
in Madhya Pradesh, Madras, Bengal, Assam, the Punjab, 

Maternity Benefit ^iharand Uttar Pradcsh. In 1948 

West Bengal passed a separate Act for 
women employed in tea plantations. Except the Assam 
and Bengal Acts which covered women employed in 
both factories and plantations, the others applied to 
women employed in factories only. In 1941 the Central 
Legislature passed the Mines Maternity Benefit Act, 
extending the benefit to women employed in the mines. 


The main principles of all the Acts are the same : 
payment of a cash benefit to women for specified periods 
before and after childbirth ; a compulsory period of rest 
after delivery and also before delivery if notice is given, 
the period for which the employer has to pay cash 
benefit being strictly limited in the latter case ; a quali¬ 
fying period for the earning of the benefit, varying from 

SIX months to a year ; and prohibition, under penalty, 
from accepting employment under another employer 
while m receipt of cash benefit from the original emplo¬ 
yer. In the Central and U. P. Acts additional bonuses 

are provided for, if the services of a qualified midwife 

are availed of. Unlike the other Acts, the Assam Act 

bSe '^"^ks also 

for frp H requires an employer to provide 

or free medical treatment in connection with maternity 

u * iupioyee cannot decline without for- 
leiting her maternity beneht. 
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Employee’s 
State Insurance 


Workmen’s compensation and maternity benefit are 
steps in the direction of a comprehensive scheme of 
social insurance for the protection of the industrial 
worker against hardships caused by sickness, unemploy¬ 
ment, old age, etc. The example of countries, like the 
United Kingdom and Germany, and the conventions of 
international labour organisations, particularly the con¬ 
vention in respect of sickness insurance for industrial, 

agricultural and domestic workers 
adopted at the Tenth International La¬ 
bour Conference (1927), focussed the 
attention of the Government of India and other parties 
concerned on the question of introducing social insurance 
in India. But action was delayed owing to the nume¬ 
rous administrative, financial and other difficulties 
involved in enforcing social insurance in India, such as 
the lack of statistical and actuarial data, the casual 
character of agricultural labour, the dearth of qualified 
medical men in the country, and doubts regarding the 
capacity of the industry to bear the burden imposed on 
it by schemes of insurance. A basis for formulating a 
policy was, however, provided by the exhaustive fact¬ 
finding surveys in about thirty-six industries made by 
the Labour Investigation Committee of 1944, At length 
the Employee’s State Insurance Act was passed in 1948. 
The Act applies to all factories including Government 
factories, other than seasonal ones, and covers emplo¬ 
yees, both manual and clerical, in receipt of wages or 
salaries up to Rs. 400 per month. It provides for 
compulsory state insurance on a contributory basis 
against sickness and employment injury. The benefits 
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to which the insured persons are entitled are sickness 
benefit, maternity benefit, disablement benefit, depen¬ 
dents benefit and medical benefit. Sickness benefit will 
be paid for a maximum of eight weeks in a year, and 
disablement benefit for the period of disablement caused 
by an employment injury. The cost of medical care 
and treatment is to be borne by the State Governments. 
The administration of the Act is entrusted to an autono¬ 
mous body called the Employee’s State Insurance 
Corporation with a Standing Committee as its executive 
and a Medical Benefit Council to advise it on matters 
relating to medical benefit. These bodies are constituted 
on a tripartite basis. The scheme laid down in the Act 
was inaugurated in Kanpur and Delhi, in accordance 
with a plan of phased application to different places, the 
employer’s contribution, however, being levied through¬ 
out the country so as to remove any competitive 
disadvantage of factories immediately coming under the 

scheme as against those which would come under it 
later. 

Besides social insurance, another important aspect 
of labour legislation has been the provision of 
workers’ welfare which consists in “ the improve¬ 
ment of the health, safety and general well-being 
and the industrial efficiency of the worker.” Wel¬ 
fare work has been carried on not only through the 

Workers’ Welfare ^^o^ts of the State but also through 

those of employers, employees and 
social agencies. The intra-mural work for improving 
conditions of work inside the factory has been done 
largely by the state and to some extent by the employers. 
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while in the extra-mural work employers and social 
service agencies have had a large share. The principal 
heads of welfare work are education, medical aid^ 
maternity benefits, recreation, housing, co-operative 
societies, grain and cloth shops and tea shops and 
canteens. There is considerable scope for the extension 
of welfare activities, which, so far, have covered but a 
fraction of the field. 



Chapter XXIV 

The Labour Movement 


The labour movement in India is a relatively recent 
growth. In the last quarter of the nineteenth century 
some associations of workers were started for social 
welfare work among labourers, such as night schools 

temperance work, thrift campaign and 
amelioration of working conditions. 
Notable among them were the Bombay Mill-hands 
Association, established by N. M. Lokhande in 1890, 
and the Workingmen's Institution of Calcutta, orga¬ 
nised in 1878 under the auspices of the Brahmo 
Samaj But the first labour organisation on trade 
union lines was the Amalgated Society of Railway 
Servants of India and Burma, which was started in 1897 
and registered under the Indian Companies Act. Later, 
it registered itself as a trade union under the Indian 
Trade Union Act, 1926, with the new name of National 
Union of Railwaymen of India and Burma. By 1918 
several labour unions of the kind had sprung up. The 
more important among them were; the Bombay Postal 
Union, founded in 1907 mainly for the clerical classes 
employed in the Bombay post offices; the Union of 
Warpers in the Ahmedabad cotton mills, started in 1917: 
the Clerks’ Union of Bombay, established in 1918 for 
the various classes of clerical labour employed in 
the commercial and other offices of Bombay City ; and 
the Madras Labour Union, organised in 1918 by B P 

Wadia for the textile workers in the city of Madras 
20 • 
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A great impetus was given to the labour movement 
in 1918. This was the result of various circumstances. 
During the first World War prices soared very high 
owing to the keen demand for commodities of all kinds 
from the Allied countries and the creation of a huge 


Impetus 
after 1918 


additional volume of currency and 
credit. High prices meant high profits 
for industry, which prospered greatly. 


At the same time there was a great increase in the 


demand for labour, which led to a rise in wages. But as 


the movement of wages was slower than that of prices. 


the real income of the labourers was reduced. While 


they had thus a real grievance, they came under the 
influence of the general economic unrest which swept 
over Europe after the Armistice. Like their prototype 
in the west, they were demanding more wages, better 
housing conditions, more leisure and increased oppor¬ 
tunities for self-improvement. They resorted to strikes 
in order to enforce their demands. The quick success 
of a few strikes taught them, as nothing else could, the 
efficacy of organisation. Indeed many workmen came 
to regard concerted action in the shape of strikes as an 
almost infallible means of securing their ends. In the 
two years following 1918, there was an epidemic of 
industrial strikes which assumed serious proportions, 
reaching a climax towards the close of 1920. The 
number of labour unions also increased very rapidly, 
unions being formed in all possible industries. Most of 
these unions, however, were no more than mere strike 
committees, brought into existence either before or after 
the launching of particular strikes in order to either 
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engineer or conduct them. They were either dissolved 
as soon as the purpose was served, or remained dormant 
until another strike in the trade broke out. Nearly 15% 
of the unions, formed during the period 1918-20, died an 
early death, checking the growth of labour organisations 
during the next two or three years. Although individual 
unions thus collapsed as rapidly as they were formed, 
the movement itself had come to stay and showed signs 
of permanence and vitality. 


Obstacles 
to Growth 


There were several obstacles to the organisation of 
an efficient trade union movement in India. Few of the 
earlier trade unions were properly organised. They had 
no regular constitution, no definite basis of revenue, no 

system of auditing or publishing 
accounts and no funds to help women 
and children in times of distress. The 
membership of the unions became effective when the 
workers had definite and real grievances, especially when 
there was a marked gap between nominal wages and the 
cost of living. But at other times the unions tended 
generally to weaken through the indifference of the 
members. The ignorance and illiteracy of the workers 
prevented them from taking long views and supporting 
ffie trade unions by regular payment of subscriptions^ 
Their general poverty, low wages and indebtedness 
made them unable to pay the subscriptions, even if thev 
were willing to do so. The numerous divisions among 
them on account of race, religion, language and caste 
tended to detract from the .cohesion of the trade union 
movemerit. Their migratory character rendered it diffi- 
ult for them to take a keen and continuous interest in 
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their union. They retained their connection with the 
village and agriculture, to which they returned off and 
on, and the stronger this connection the less their spirit 
of solidarity with the union. Owing to this divided alle¬ 
giance they were not eager to improve their conditions 
of life and work in industrial centres, but were ready to 
put up with disabilities. They disliked trade unions for 
their discipline and, if they had a fatalistic outlook 
meekly accepting their existing condition and disabili¬ 
ties, found no use for them. Moreover, on account of 
their poor standard of living and long hours of work, 
they had little energy or time for trade union activities. 

Probably the most serious obstacle of all was the 
hostility of the employers to the trade unions. They 
tried to break them up by various devices, such as 
sowing dissension in their ranks by playing upon com¬ 
munal and other differences, a system of espionage, and 
a systematic campaign of intimidation, discrimination 
and victimisation. Like the employers, the sardars and 
jobbers were equally hostile to trade unionism, because 
they were afraid that it would gradually destroy their 
power over the workers. The hold, which spurious 
labour leaders obtained over the workers by specious 
promises of immediate benefits, was a handicap to the 
development of a sound trade union movement, as 
it made it difficult for genuine leaders to keep their 
hold on the workers and train them in the proper 
principles and methods of unionism. Finally, the com¬ 
munist leanings of some workers and labour leaders 
aroused suspicions and fears about the trade union 
movement as a whole, tending to retard its growth. 
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In spite of these obstacles the trade union move¬ 
ment spread to various industries and occupations. 
While a number of unions were short-lived or struggling 
for existence, others were more stable, such as those of 
railway workers, postal employees and seamen. A 


Special 

Features 


peculiar feature of the trade union 
movement in India, which constituted 
a weak point, was that it did not in 


the early stages make much headway in the more 


important manufacturing industries. While in other 
countries trade unions were formed first among the 
industrial workers and then extended to the non-indus¬ 
trial workers, in India, on the other hand, they came up, 
if not first, at any rate simultaneously, among the 
non-industrial workers and then spread to the industrial 
workers. Another feature was that it was largely led by 
“outsiders”, namely lawyers, politicians and others. 
This was due to the difficulty of finding suitable leaders 
from among workers most of whom were illiterate. But 
It involved the great drawback that, in the conduct of 
union affairs, leaders not belonging to the working class 

were apt to be influenced by political rather than econo- 
mic considerations. 


A great landmark in the history of the movement 
was the passing of the Indian Trade Union Act of 1926. 
It was the fruit of the persistent efforts of N. M. Joshi 

The Trade brought the question before 

Union Act, 1926 the Legislative Assembly in 1921 and 

tirelessly worked for it until the Act 
was passed. It was modelled on the English lesislation 
on the subject. Its chief provisions were : 
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i. Any seven or more members of a trade union 
might apply for registration of the union to the registrar 
specially appointed for the purpose. Every union 
desirous of registration should frame rules, specifying its 
name, objects, and procedure and conditions relating to 
the admission of members, the collection, safe custody 
and expenditure of funds, etc. Its executive should also 
be so constituted that not less than fifty per cent of the 
office-bearers belonged to the industry concerned. On 
registration it would obtain a certificate to that effect. 
In case registration was refused or cancelled, it could 
appeal to a civil court. 

ii. A registered union could not spend its general 
funds on any but the following objects : salaries of 
union officials, administrative and legal expenses, con¬ 
duct of trade disputes, compensation to members for 
loss arising out of trade disputes, allowance to members 
or their dependents on account of death, old age, 
sickness, accident or unemployment, and aid to mem¬ 
bers in the shape of policies of assurance and educa¬ 
tional, social and religious benefits. 


iii. It could create a separate fund for political 
purposes, provided subscription to it was voluntary. 


iv. It must keep a list of members and provide 
for an annual audit of its accounts. Both the member¬ 
ship list and the account books should be open to 
inspection by any member. 


V. 


It must submit to the Registrar an annual 
return of receipts and expenditure and notify to him 
any changes, under penalty for non-compliance, regarding 
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rules, name and address of the union, its amalgamation 
with other unions, etc. 

vi. It was immune from prosecution for criminal 
conspiracy in respect of an agreement among its mem¬ 
bers for the furtherance of a trade dispute or for 
restraint of trade and from any legal difficulties arising 
therefrom. 

vii. It was also immune from civil suits in respect 
of any act done in contemplation or furtherance of a 
trade dispute by any person acting on its behalf without 
the knowledge of, or contrary to express instructions 
given by, its executive. Similarly its officers and mem¬ 
bers could not be sued in a civil court in respect of any 
act done by them in contemplation or furtherance of a 
trade dispute only on the ground that such act induced 
some other person to break a contract of employment 
or interfered with the business of some other person. 
Thus the Act left registration of unions an optional 
matter and conferred on the registered unions certain 
rights in return for the obligations imposed on them. 

The vexed question of the recognition of trade 
unions by employers was not settled, however, by the 
Act. Many bills seeking to compel employers to recog¬ 
nise unions of their workers were introduced by private 
members in State Legislatures, but they failed to 
become law. In 1943 the Government of India intro¬ 
duced in the Central Legislative Assembly a bill on the 
subject, which had been drafted in consultation with the 
State Governments. It became law in 1947. It provi¬ 
ded for compulsory recognition of representative trade 
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unions by the employers and specified certain acts as 
unfair practices on the part of employers and recognised 
trade unions, punishable with a fine in the case of 
employers and withdrawal of recognition in the case of 
trade unions. The Act was not brought into force, as 
a new bill for the consolidation of trade union law was 
introduced in Parliament in 1950. 


After the passing of the Trade Union Act of 1926, 
the trade union movement developed more rapidly. A 
number of new unions were organised, and the member¬ 
ship of existing unions increased. This was the result 
of the improvement in the conduct and administration 
of the registered unions and the increasing willingness 
of employers to recognise such unions. In 1946-47 the 
total number of registered unions was 1,725, of which 
998 submitted returns showing a membership of 
1,331,962. Women members were less than 4 per cent 
of the total. The unions were not of equal strength 
and vitality. They were strongest among transport 
workers. They had considerable strength among 
Government employees, particularly postal employees. 
They were weak, on the whole, in the great organised 

^ 7 

textile and mining industries, tlTOUgh the Ahmedabad 
Textile Labour Union was the biggest and best organised 
trade union in India. 


Almost from the beginning national federations of 
unions were organised by the side of local unions. 
While the All-India Railwaymen’s Federation and the 
All-India Postal and Railway Mail Service Conference 
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are instances of a federation of unions in a particular 

trade, the All-India Trade Union 

National Congress is a broader federation com- 

Federations . • t . • 

prising unions in various industries 
and services. It was founded in 1920 with the following 
twofold object : (a) to co-ordinate the activities of the 
individual labour unions which till then remained 
incohate and were unable to take concerted action and 
(b) to recommend workers’ delegates to the Inter¬ 
national Labour Conference. In 1929 a split occurred 
in the ranks of the Trade Union Congress between the 
extremists and the moderates. The latter seceded and 
formed the National Trade Union Federation, leaving 
the Congress in the hands of the extremist group. 
There was a further division soon after. Many attempts 
were made to restore unity, but without success. At last 
in April, 1938, agreement was reached between the two 
principal bodies and the National Trade Union Federa¬ 
tion was absorbed in the Trade Union Congress in the 
session of the Congress held in 1940. Another split, 
however, took place at the session of the Congress held 
in Bombay in September, 1940, over the issue of non¬ 
participation in the war effort. The Seamen’s Union of 
Calcutta, headed by Dr. Aftab Ali, supported partici¬ 
pation in the war effort and disaffiliated itself from the 
Congress. Another section under the leadership of 
M. N. Roy and Jamnadas Mehta broke off and formed 
a new central organisation known as the Indian Federa¬ 
tion of Labour with headquarters at Delhi. At the 
elose of 1948 and the beginning of 1949 a number of 
unions severed their connection with the Congress owing 
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to its domination by communists. Meanwhile, as a 
counterpoise to the growing influence of communists in 
the trade union movement, the Indian National Trade 
Union Congress was established in 1947 in order to 
organise patriotic labour and protect it from communist 
ideology. Recently the socialists have established 
another powerful organisation called the Hind Mazdoor 
Panchayat under the leadership of Jai Prakash Narain. 

Thus there are at present four all-India trade union 
organisations grouping together workers in different 
industries : (i) the A. I. T. U. C. dominated by com¬ 
munists and representing 600 unions with 7,00,000 
members ; (ii) the A. I. N. T. U. C. organised by the 
nationalists and comprising 500 unions with 1,000,000 
members ; (iii) the Indian Federation of Labour formed 
by the Radical Democratic Party and consisting of 200 
unions with nearly 4,50,000 members ; and (iv) the Hind 
Mazdoor Panchayat established by the socialists. There 
are seven provincial federations of the kind, three of 
them being in Madhya Pradesh. The movement as a 
whole is largely subject to political influence of one kind 
or another. This is a rather disconcerting feature, as it 
is likely to retard the growth of an autonomous and 

genuine trade unionism. 

Industrial Disputes 

Before the first World War there were a few 
occasional strikes, but at the end of the war they 
became more frequent, being used as a regular weapon 
of industrial warfare. The first wave of strikes swept 
through the country in 1919-21. It was in this period 
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that the great strike in Bombay, involving 150,000 cotton 

mill-hands, took place. Another outburst of industrial 

unrest occurred in 1928-29, when there were big strikes 

all over the country in the cotton mills, the iron and 

steel works at Jamshedpur and the railways. Labour 

troubles started again in 1937 in Bombay, Ahmedabad, 

Cawnpore, Madras and other industrial centres. The 

number of strikes in 1937 and 1938 was 379 and 399 

respectively as compared with an annual average of 147 

strikes for the period 1924-36. The number increased 

to 406 in 1939, reaching 694 in 1942. During the 

period 1921-41 the total number of industrial disputes 

was 4,664, distributed among the various industries as 

follows: cotton, silk and woollen mills 1,948; jute 

mills 513; engineering workshops 247: railways and 

railway workshops 125; mines 82; other industries 

1,749. Of these 792 were successful, 1,088 partially so 
and 2,682 unsuccessful. 


Apart from special causes which operated in 
certain disputes, the general causes of industrial strife 
were, as elsewhere, grievances in respect of the follow¬ 
ing : wages, bonus and allowance, hours and conditions 
of work, punishments, mass discharge of workers as a 
result of depression or rationalisation of the industry 
an recognition of trade unions by employers. The 
general feeling of unrest among labourers in times of 
quick and widespread economic change, as for example 

tio^ p ^ depression or a period of infla- 

lon, and the influence of extraneous forces, especially 

general causes of industrial disputes ^ ^ 



316 


As regards the methods of promoting industrial 
peace, we may distinguish them into those for prevent¬ 
ing industrial disputes and those for settling them after 
they have broken out. Among the former mention 
must be made first of sound organisations of employers 
and of employees. Efficient employers’ associations 
and trade unions can do a great deal to prevent grie¬ 
vances on either side from developing into lock-outs or 
strikes. The Works Committees or Shop Committees 
on the model of the Whitley Committees in England are 
also useful in preventing industrial disputes, and they 
have been set up by some enlightened employers like 
Tatas and by the Government in its role as industrial 
employer. On the other hand the chief methods of 
settling industrial disputes are arbitration and concilia¬ 
tion, for which provision has been made by law. 


The Government of Madras was the first to set up 
courts of inquiry to settle industrial disputes as they 
arose. A committee was appointed by the Bengal 
Government in 1921 and another by the Bombay 
Government in 1922 to devise suitable machinery for 


The Trade 
Disputes Act, 1929 


industrial peace. In spite of valuable 
recommendations made by them, 
nothing was done, as the subject was a 


matter for central legislation. In 1929 the Central 
Legislature passed the Trade Disputes Act for five years 
in the first instance and made it permanent at the end of 


the period in 1934. Like the English legislation on the 
subject on which it is closely modelled, the Act does not 
provide for compulsory arbitration. It only provides 
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for setting up a Court of Inquiry or a Conciliation 
Board on the application of both parties to the dispute. 
While the Court of Inquiry consists entirely of indepen¬ 
dent persons, the Conciliation Board may consist of 
an independent chairman and two or four other mem¬ 
bers representing equally the parties to the dispute. It 
is the duty of the Board to do its best to induce the 
parties to come to a fair and amicable settlement, and, 
m case of failure, to submit a report to the Government 
which will publish it as soon as possible for enabling 
public opinion to be formed on the matter. Strikes and 
lock-outs in public utility services are stricily regulated 
special penalties being laid down for failure to ajve 
fourteen days’ previous notice before declaring a strike 
or lock-out. A strike or lock-out is declared illegal if it 
has any object other than the furtherance of the dispute 
in the trade or industry concerned, or if it is designed 
or calculated to inflict severe hardship on the commu¬ 
nity thereby compelling the Government to take or 
abstain from taking a particular course of action. Any 
funds collected or used for such strikes are also illegal 

the Act was amended so as to enlarge the list of ^ubli 
utility services, to alter the definition of an illegal strike 

offi appointment of cone liadon 

officers by the Provincial Governments. "^^''^tion 

was passed in'w't pTrvai„rfoi“,he 

special conciliators and assistant conciliators. The Act 
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was superseded by the Bombay Industrial Disputes Act, 

1938. The latter ensures that no strike 


Bombay Trade 
Disputes 
Legislation 

Conciliation is 


or lock-out can be declared before ex¬ 
hausting all possibilities of settlement 
through conciliation and arbitration, 
to start functioning immediately, if a 


dispute is likely to occur. The first negotiations are 
made between the representatives of employers and 


workers, and if they fail the official conciliator will take 


up the matter and endeavour to bring about a settle¬ 
ment. In case he also fails, a Board of Conciliation 


may be appointed. Alternatively employers and 
workers may agree to refer disputes to arbitration, in 
which case the official machinery may not be brought 


into operation in the earlier stages and may or may not 
come in at the later ones. All agreements and awards 


are to be registered. Strikes and lock-outs are illegal 
until the whole machinery for discussion and negotiation 


provided in the Act has been used. A special feature 
of the Act is the provision made for setting up a 
permanent Industrial Court which is to act as a tribunal 
for voluntary arbitration in disputes submitted by the 
parties and as a court of final appeal in cases arising 
out of the working of the Act. The Bombay Industrial 
Relations Act, 1946, extends the scope of adjudication 
by introducing compulsory arbitration and provides for 
a more elaborate machinery for arbitration with Labour 
Courts empowered to impose penalties and a higher 
Industrial Court with appellate jurisdiction. 


The widespread labour unrest culminating in a 
spate of serious strikes after the close of the second 
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The Industrial 
Disputes Act, 1947 


World War led the Government to call for an “industrial 

truce” for three years and to take 
effective measures to prevent and 
settle industrial disputes. The most 
important of such measures svas the passing of the 

Ih^Aa are of 

1 . Works Committees consisting of an eoual 
number of representatives of employers and workLn 

one h ® industrial establishments employing 

one hundred or more workmen. Their function is tf 
promote amuy and good relations between employers 
and workmen by smoothening day to day difficulL 

coneihatij; ^o ’ 

parties to reach an amicable settlemlT^ If L^'fad 

his attempt, the matter is to be taken .m k 

ation Board consisting of an independent chairma°"'''^H 

two to four other members. chairman and 

iii. In case conciliation faik 
Governments have been empowered ’to rrfer aT”™‘ 
to an Industrial Tribunal composed of H 

for six months or an agreed oI h L "”"" '’“<'‘■>8 

The principle of cornpXr/ SaT 

duced by the Act. ^ ration is thus intro- 

P'nd"nc,l?t;:ma:°otpreSn'’;st“'? 

congenial atmosphere for the se.tfeinen7o7 tod^rW 
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disputes. As concession to labour representatives, the 
clauses in the original bill prohibiting sympathetic and 
political strikes were dropped. 

The feature of the Act which has aroused the 
greatest amount of controversy is compulsory arbitra¬ 
tion. It has been opposed on the ground that it 
deprives labour of its most powerful weapon against the 
employer and that it virtually constitutes an attempt to 
perpetuate, in peace-time, emergency restrictions on the 
liberty of workers to go on strike imposed during the 
war, like Section 81-A of the Defence of India Rules 
(1942) and the Essential Services (Maintenance) Ordi¬ 
nance (1941). On the other hand, it has been defended 
by the Government as necessary to safeguard the 
interests of the whole community which may be 
endangered by strikes. Moreover, it will be used only 
when circumstances demand it, the normal procedure 
being to settle industrial disputes through conciliation 
and voluntary arbitration ; and the possibility that it 
might be applied, will facilitate the working of concili¬ 
ation and voluntary arbitration by making the parties 
more willing to come to terms. 


In order to meet the situation arising out of 
divergent and sometimes conflicting decisions given by 
the various Tribunals set up in different states under the 
Industrial Disputes Act, 1947, and consequent discontent 
and bitterness among the parties to industrial disputes, 
the Industrial Disputes (Appellate Tribunal) Act was 
passed in 1950. The Act enables the Government of 
India to set up a Labour Appellate Tribunal which 
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would hear appeals from awards or decisions of Indus¬ 
trial Tribunals, Industrial Courts, Wage Boards and 
other statutory bodies set up by the Central or State 
Governments to adjudicate industrial disputes. The 
Tribunal is to consist of a Chairman and such number 
of members as the Government may appoint from time 
to time. It consists at present of a Chairman and four 
other members, and has two benches functioning one in 
Bombay and the other in Calcutta. 

The Industrial Disputes (Amendment) Act of 1953 
provides for the payment of compensation to workmen 
in the event of lay off or retrenchment under prescribed 
conditions. The provisions of the Act relating to lay 

off are also to be applied to the plantation industry 
from April 1, 1954. 


21 



Chapter XXV 

Foreign Trade 

India had trade relations with distant lands from 
very ancient times. She carried on trade with Babylonia, 
Egypt, Greece, Rome, China, Persia and Arabia. The 
trade consisted principally in rare and valuable articles. 
The chief exports were textile manufactures, metalware, 
ivory, perfumes, dye-stuffs, spices, etc., while the imports 
were made up of such articles as brass, tin, lead, wines, 
horses, etc. The exports being in excess of the imports, 
there was a net inflow of a large quantity of gold. A 
certain amount of entrepot trade was also carried on, 
chiefly in Chinese silks and porcelain, pearls from Ceylon 
and precious stones from the Indian archipelago. 

During the Muslim period, in spite of some dis¬ 
location caused by the unsettled conditions in the early 
part of it, the overland trade was considerably stimulated 
by the establishment of communications with India 
through the north-west frontier by means of two regular 
routes from Lahore to Kabul and from Multan to 
Kandahar. Kabul lay on the route from India to the 
main caravan road between western China and Europe, 
and Kandahar was the doorway from India to the 
greater part of Persia, and both routes carried a large 
volume of traffic. The patronage of the Mogul courts 
to industries, especially those producing luxury goods, 
increased output and thereby reacted favourably on 
trade. The exports and imports continued to be made 
-up of the same kinds of articles as before. 
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The discovery of an all-sea route to India via the 
Cape of Good Hope had a far-reaching influence 
on India’s foreign trade. Taking advantage of this 
route, Portugal, Holland, France and England competed 
for mastery of the trade with India, which, after the 
Seven Years’ War, passed into the hands of the English 
East India Company. In spite of opposition in England 
based on the mercantilist creed, the Company exported 
trom India calicoes and spices and paid for them in 
specie. In order to stabilise its export trade in Indian 
textile goods it encouraged the Indian industries which 
produced them. But in the eighteenth century, under 
he pressure of vested interests in England, it abandoned 
that pohcy and confined itself thereafter to the export 
of Indmn raw products necessary to develop the indus- 

growing during the period 

of the Industrial Revolution. 

In the nineteenth century there took place far- 
reaching changes which amounted to a complete 
revolution in the size and nature of India’s foreign trade 
The volume of the export and import trade^steadilv 

Rs'55 8 cror'^^^"°'\^"°“ average value of 

Rc quinquennium ending 1868-69 to 

224-2 crores for fhe five y elr 

corresponding figures for imports were L. 31.7 crores^ 

Rs. 73.6 crores and Rs. 151 6 crores: 

overseas trade was accompanied by another aureole 

•• specialiUes - ,i.e ant ^ aTilt 
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products like cotton and silk fabrics, while the imports 
were largely specie, woollens, novelties” and miscel¬ 
laneous manufactures. This was completely reversed at 
the end of the century when the exports consisted of 
foodstuffs like rice and wheat, raw materials and plan¬ 
tation products like cotton, jute, oilseeds, tea and coffee, 
and the imports of manufactured goods such as cotton 
manufactures, machinery, millwork, other metal pro¬ 
ducts of various kinds and miscellaneous manufactures, 
in addition to specie, sugar and petroleum. As Vera 
Anstey observes, summing up this revolution in the 
commodity contents of India’s foreign trade, “ Thus by 
the end of the nineteenth century, India had become an 
exporter of foodstuffs, raw materials and plantation 
products, whilst she depended upon imports for a large 
part of her clothing and for an immense range of 
miscellaneous manufactures. The volume of her over¬ 
seas trade had vastly increased, but from having been a 
seller of artistic manufactures and much sought after 
specialities, she had become a source of foodstuffs and 
raw materials for the materially more advanced coun¬ 
tries of the west.” i 

These changes were the result of various factors. 
Owing to the Industrial Revolution in England, Lanca¬ 
shire cotton goods had in the course of the nineteenth 
century replaced the Indian fabrics entirely in their 

former European markets and to a 
considerable extent in the Indian 
and Far Eastern markets. In their wake a number 

1 Vera Anstey ; The Economic Development of India. 
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of other English factory products were introduced 
into India and they undersold the indigenous goods 
which were driven out of the market. Another factor, 
which was as important as the Industrial Revolution,’ 
was the improvement in transport and communi¬ 
cations, particularly the construction of the Indian 
railways, the introduction of steamships and the opening 
of the Suez Canal. By providing cheaper and quicker 
transport, these improvements facilitated the increase in 
the volume of trade. The establishment of peace and 
order under British rule and the abolition of the 
numerous internal customs barriers and transit duties, 
which had impeded trade, by 1853 also favoured the 
growth of trade. But the improvements in transport 
and communications affected the nature of the trade as 
well. With the advent of the railway, the steamship 
and the Suez Canal, there were important changes in 
production in India. It now became profitable to carry 
on the specialised and localised production of foodstuffs, 
raw materials and plantation products for sale and 
export. The export of rice, tea, coffee, raw hides and 
skins and oilseeds increased rapidly. The important 
place attained by wheat in the list of exports was 
entirely due to the opening of the Suez Canal. In the 
growing export of raw cotton and jute, two other factors 
were also at work. The American Civil War created a 
cotton famine in Lancashire in the sixties which in turn 

gave a fillip to the export of Indian cotton to England. 

Though after the Civil War the Lancashire demand for 

Indmn cotton declined, the export of raw cotton conti- 
to increase as new markets were found on the 
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Continent and in Japan. During the Crimean War raw 
jute began to be exported on a large scale to Dundee 
which could not get its supply of Russian flax and 
hemp. Towards the end of the century, however, the 
export of manufactured jute increased more rapidly 
than that of raw jute. 

During the first fourteen years of the twentieth 
century there was ‘‘a great increase in, but little change 
in the nature of, India’s foreign trade.” ^ There was a 
steady and rapid growth of both exports and imports. 
The former rose from an annual average of Rs. 107.5 
crores in the quinquennium ending 1898-99 to Rs. 224.2 
crores in the quinquennium ending 1913-14, and the 
latter from Rs. 73.6 crores to Rs. 151.6 crores. But the 
commodities exported and imported remained practi¬ 
cally the same, the exports consisting predominantly of 
raw products and the imports of manufactured goods. 

With the outbreak of the first World War there was 
a check to foreign trade caused by the cessation of trade 
with the enemy countries. But this was soon compen¬ 
sated to some extent by the war demand for Indian 
^ goods. The war conditions led to 

Effects of War , . * i r 

severe regulation and control of 
foreign trade with the following objects in view: 
the prevention of “ leakage ” of foodstuffs and muni¬ 
tions to the enemy, the encouragement of the pro¬ 
duction and export of goods required for war, the 
prevention of the export of certain essential goods, like 
coal, needed in India, and the restriction of imports in 


1 ibid. 
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general so as to economise shipping and stimulate 

Indian industries. The imports fell sharply in 1914-15 

and continued to decline till the end of the war. 

Although the exports fell heavily in 1914-15, they 

increased in 1915-16 and 1916-17, but afterwards 

declined progressively till the Armistice. The value 

of manufactured articles among exports rose from 23.6 

percent in 1913-14 to 31 per cent 1917-18, indicating 

the measure of industrial expansion resulting from the 
war. 


Immediately following the war there was a trade 
boom. It was caused by various factors, such as the 
lifting of many of the war-time controls, the improve¬ 
ment in the freight position, the gradual resumption of 
trade with the former enemy countries, and the keen 


111 lUC 


Post-war Changes for Indian products __ 

western countries for post-war in- 
dustrial reorganisation. But in March 1920 the 
slump started, its full blast, however, being felt 
after a time-lag, only late in 1921. The export trade 
suffered owing to the considerable slackening of the 
demand for Indian products in Great Britain, U. S. A. 
and Japan, the inability of the countries of Central 
turope to buy Indian goods which they badly needed on 
account of their shattered economic condition and poor 
purchasing power, and the attempts to stabilise the ex- 

f of 2 s. gold 

the other hand the import trade increased rapidly 

This was due m part to the high rate of exchange and fn 

toeVhi ol? machinery and other manufac- 

m order to meet requirements which could not be 
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satisfied during the war. After 1922-23 recovery began 
and continued steadily, so that in 1927-28 the pre-war 
volume of trade was surpassed. The conditions which 
helped recovery were mainly the stabilisation of Euro¬ 
pean currencies, the improvement in the economic 
position of the Central European countries and the 
settlement of the problem of reparations by the Dawes 
Plan in 1924. 

In the post-war period, an important change 
occurred in India’s foreign trade—a change which was 
in a direction contrary to that of the nineteenth century. 
Although the imports still consisted of cloth, machi¬ 
nery, many iron and steel goods, a large number of 
other industrial necessities, petroleum and sugar, the 
proportion of manufactured goods showed a tendency 
to decline. Thus in 1926-27 manufactured goods were 
only 72.8 per cent of the total imports whereas in 
1913-14 they constituted 76 6 per cent. The manufac¬ 
tured goods which were imported were largely those 
which could not be produced on a commercial scale in 
India, such as the higher counts of yarn, the finest 
quality machine-made piecegoods, the bulk of the 
machinery, millwork, railway plant and rolling stock, 
etc. At the same time there was a marked increase in 
the export of manufactured goods. While the export 
of cotton twist and yarn, indigo, raw and manufactured 
silk, and opium declined owing to some special adverse 
factor at work in each case, that of other articles 
increased considerably, the manufactured exports making 
much headway. 


/ 
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With the onset of the depression, the volume of 
India’s foreign trade, which had reached a record level 
in 1929-30, declined sharply, reaching the lowest point 
for exports in 1932-33 and for imports in the following 


Depression 
and After 


year. The fall of prices, which was 
most marked from October, 1929, to 
December, 1930, continued till 1934 


except for a brief reversal when Britain went oft' the 


gold standard. The effects of the depression were 
specially severe for India owing to the great fall in the 
prices of her staple exports. There was a decline of 


over 50 per cent in the price of rice, oilseeds, raw jute 
and raw cotton between September, 1929 and March, 
1934. On the other hand, during the same period the 
price of cotton manufactures, metals and sugar fell by 
less than 30 per cent. The greater decline in the price 
of exports than in that of imports affected India’s 
balance of trade so adversely that the deficit had to be 
met by large exports of gold which characterised the 
later phase of the depression. The net export of bullion 
and specie reached a maximum in 1932-33. 


In 1933-34, when recovery started, India’s export 
trade revived and continued to improve. In 1936-37 it 
showed an advance of about Rs. 36 crores over the total 
of the preceding year, and the trade balance rose to 
Rs. 78 crores from Rs. 8 crores to which it had sunk in 
1932-33. In the same year the agricultural prices had 
recovered considerably. Like the depression, the 
recovery in India followed world trends. Similarly the 
“recession”, which started in U. S. A. in April 1937 
pulled down the prices of most Indian staple products! 
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The export of cotton was adversely affected by the 
Sino-Japanese conflict which seriously curtailed the 
Japanese import of Indian cotton. In 1938-39 the 
exports fell by Rs. 41 crores as a result of the downward 
swing in the world markets for primary products and 
the decline in the Japanese purchase of Indian cotton. 
There was also a fall in imports which reflected the 
reduced purchasing power of the agricultural classes in 
India. 


With the outbreak of the second World War in 
September 1939 India’s foreign trade came to be affected 
by a number of factors both favourable and unfavour¬ 
able. Among the latter the first was the loss of the 
following important markets and sources of supply in 
Effect of rapid succession : Germany, Czechos- 

Wori'd^War II lovakia and Poland in 1939, Norway, 

Holland, Denmark, Belgium, France 
and Italy in 1940, the countries of South-east Europe in 
194 L and in December of the same year Japan, and later, 
with the extension of Japanese conquests, Indo-China, 
Thailand, the East Indies, Malaya and Burma. The 
trade with Russia, which had been lost with the outbreak 
of hostilities, was resumed after Russia joined the Allies 
in i94l. By the cessation of trade with the enemy and 
enemy-occupied countries about half of India’s foreign 
trade was cut off. Secondly, there was a curtailment of 
trade with certain neutral countries like Sweden and 
Switzerland owing to their proximity to enemy territory, 
and, to some extent, with the Allied countries, on 
account of the U-boat menace, the serious risks involved 
in sea-routes dominated by the enemy, and the shortage 
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of shipping space. Lastly, there was considerable 
dislocation of the normal channels of trade resulting 
from the restrictions on exports and imports. The 
restrictions were imposed on exports with a view not 
only to conserve supplies but also to prevent them from 
reaching the enemy and on imports for the purpose of 
conserving foreign exchange and economising shipping 
space. 

On the other hand these unfavourable factors were 
offset to a great extent by favourable ones. In the first 
place, being preoccupied with the production of war 
materials, the United Kingdom and the other Allied 
countries obtained from India larger quantities of 
several raw materials, foodstuffs and manufactured 
articles. Secondly, there was an increased demand for 
Indian goods in the Near and Middle East countries 
which could no longer be supplied by the Allies. 
Lastly, as the United Kingdom and U. S. A. were 
constrained by the shortage of shipping space to confine 
themselves to nearer markets and abandon the markets 

on the borders of the Indian Ocean, these latter markets 
were supplied by India. 


In 1939-40, the first year of the war, the exports 
were stimulated largely on account of big purchases 
made by the Allies in India. But in 1940-4i they 
shrank considerably owing to the loss of European 
markets as a result of the German occupation of France, 
Belgium and Holland, and to shipping diflficulties. 
Recovenng in 1941-42 under conditions of easier trans¬ 
port and heavier demand from the Commonwealth and 
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the Allied countries, particularly U. S. A. and the Middle 
East, they declined again in 1942-43 mainly as result of 
the loss of Burma and the virtual closing of the Pacific, 
In July, 1940, the Government of India sent a deputation 
consisting of Dr. T. E. Gregory and Sir David Meek to 
U. S. A. to find there a market for Indian goods to take 
the place of the lost European markets. The report of 
the deputation revealed that there was little chance of 
developing a stable market for Indian goods in U. S. A. 
It was necessary, therefore, to explore non-American 
markets to compensate for the loss of the Continental 
markets, and efforts had to be made not only to expand^ 
Indo-British trade but also to stimulate exports to 
countries outside the Commonwealth like China, Arabia, 
and Africa. The Export Advisory Council set up in 
May 1940 with the Commerce Member as Chairman 
and twenty-one other members representing different 
trades and industries, was to help in this task. 

It may be noted that the change in the composition 
of India's foreign trade which occurred after i9m was 
further strengthened by the second World War. The 
percentage of manufactured articles among imports 
decreased from 60.8 in 1938-39 to 3l.8 in 1941-45, 
though in 1945-46 it was 40.6. At the same time the 
percentage of raw materials increased from 21.7 per cent 
in 19:38-39 to )8.5 per cent in 1945-16. As regards 
exports, manufactured articles, instead of raw materials, 
headed the list, increasing from 30.0 per cent in 1938-39 
to 46.0 per cent 1945-46. The increase in the propor¬ 
tion of manufactured articles among exports reflected 
not only the effect of war conditions but also the growth 
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of Indian industry. The fall in the proportion of raw 
materials exported was not due so much to their 
increased consumption in Indian industry as to the 
inaccessibility of important foreign markets. 


Even after the cessation of the East India Com¬ 
pany’s trade monopoly in 1813 Britain continued to 
enjoy for a long time a virtual monopoly of trade with 
India. This was the result of the great advantage 
derived from the investment of British capital in Indian 


Direction 
of trade 

establishment 


undertakings, the management of the 
railways by British companies, British 
control of shipping and banking, the 
of British trade organisations in the 


country, such as British export houses and chambers of 


commerce, and the political authority of the British 
Government, especially its control over the fiscal policy 
of India. During the last decade of the nineteenth 
century this supremacy of Britain in the Indian trade 
was contested by Germany, Japan and U. S. A. The 
chief methods employed by Germany and Japan for the 
purpose were the development of their shipping services, 
the establishment of branches of their banks in India 
and the organisation of commercial depots at the 
principal centres of trade in India, like Calcutta and 
Bombay. Their efforts to capture Indian trade were 
backed by their respective Governments. U. S. A. tried 
to promote direct trade with India only after 19i4, her 
trade relations with India having been till then through 
London and pursued with less determination than thole 
of Germany and Japan. Thus, on the eve of the first 
World War, both the import and export trade tended to 
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shift somewhat from the United Kingdom to other 
countries. While at the end of the last century the 
United Kingdom supplied 69 per cent of Indian 
imports, Germany 2.4 per cent, U. S. A. 1.7 per cent 
and Japan 0*6 per cent, in 1913-14 their shares were as 
follows : United Kingdom 64* 1 per cent, Germany 6*9 per 
cent., U.S.A. and Japan 2*6 per cent each. The imports 
from Belgium amounted to 2 3 per cent as against 
3*9 per cent in 1903-4, and from Java to 5*8 per 
cent. The increase in German imports was due to the 
special technical skill of the German producers and 
traders and the cheapness of their products relatively to 
the British goods. The larger share of Java was the 
result of the bulk export of sugar to India. 

At the beginning of the present century Indian 
exports were distributed as follows: United Kingdom 
29 per cent. Continental Europe 25 percent, the Far East 
24 per cent, U. S. A. 7 per cent and other countries 
15 per cent. The corresponding figures in 1913-14 
were 24 per cent, 29 per cent, 17 percent, 9 percent and 
21 per cent. The decline in the share of the Far East 
was due chiefly to the fall in the exports of opium and 
yarn. Considering individual countries, the United 
Kingdom continued to be the biggest buyer of Indian 
exports, Germany rose to the second place from the 
third and Japan to the third place from the sixth, while 
China fell from the second place to the sixth. 

During the first World War the tendency of the 
import trade to be diverted from the United Kingdom 
was reinforced by her preoccupation with the war, the 
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control over her exports and the influence of high prices. 
Her share in the import trade which was 64-1 per cent 
in 1913-14 fell to 45-5 per cent in 1918-19. Germany 
went out of the picture, her place being taken in part by 
Japan and U. S. A- 

As regards export trade, there was a tendency, 
though only temporary, for the share of the United 
Kingdom and the British Commonwealth to increase 
owing to larger wartime purchases facilitated by means 
of special measures including restrictions on trade with 
neutral countries. Thus the share of the United 
Kingdom in the export trade rose from 23-4 per cent in 

1913-14 to 29-2 per cent in 1918-19, and that of the 

Commonwealth as a whole from a pre-war average of 

41T per cent to 51-7 per cent in the war period, 

Germany ceased to be a buyer. The shares of France 

and Belgium diminished. On the other hand the 

shares of Japan and U. S. A. increased to 12T and 

13-8 per cent respectively on account of favourable 

circumstances, such as their privileged position as allies 

the advantage of lying outside the theatre of war, the 

accumulation of credit from their export trade with 

India and a conscious policy of improving their trade 
relations with India. 


In the inter-war period the share of the United 
Kingdom in the import trade, after a partial recovery 
in the early stages, declined progressively, reaching 35-5 

per cent in 1931-32. This was brought about by the 

political situation in India, the growth of Indian indust- 
nes and the increased competition of Germany, Japan 



336 


and U. S. A. in the Indian market. The preferences 
under the Ottawa agreements led to an improvement 
after 1932-1933, but decline set in again from 1936-37. 
Owing to the reappearance of Germany, Japan and 
U. S. A.dost part of the ground gained by them during 
the war. In the case of Japan there was a special 
setback caused by the commercial crisis of 1920-21 and 
the war with China. Germany recovered her part of the 
import trade rapidly after 1922-23. 

As regards export trade, the exports to the United 
Kingdom continued to decline till 1928 when they took 
an upward turn reaching 34*3 per cent in 1938-39. 
Japan’s share increased remarkably, being 15*7 per cent 
in 1934-35, owing to the large quantities of raw cotton, 
metals and ores, gunny bags and shellac sent from 
India. But subsequently it declined when Japan adopt¬ 
ed methods of exchange control. 

During the second World War the trade with the 
European nations was practically cut off. The position 
of the United Kingdom in the import trade deteriorated 
further. In 1945-46 the share of the British Empire in 
Indian imports was 42*3 per cent, the United Kingdom 
contributing a quarter of the total and Australia the 
next largest quota. The share of the foreign countries 
was 57*7 per cent. The imports from U. S. A. amounted 
to 28 per cent as against 6*4 per cent in 1938-39. Next 
to U. S. A* came Iran and Egypt in the order of 
importance as exporters to India, the principal com¬ 
modities sent being oil and raw cotton respectively. 
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The share of the British Empire in the export trade 
was 5^5-5 per cent. The exports to the United Kingdom 

Pe'-cent as against 34-1 per cent in 
1938 39. Among the foreign countries, U. S. A. had 

the highest value of exports from India, nearly half that 
value being on account of cashew nuts. 


The Suez Canal and its effects 

Before proceeding to deal with the commercial 
po icy of India in recent times, an account may be given 
here in some detail of the effects of the opening of the 
Suez canal which was one of most important factors 
influencing India’s foreign trade in the last century. 

The Suez canal was opened in 1869. It shortened 

the distance which separated England from its great 

empire in India by about 3000 miles as compared with 
the old Cape route. 


whni^f increase the 

whole foreign trade of India, especially stimulating the 

trade between India and the Mediterranean ports. By 

helping to reduce the voyage to a fortnight instead of the 

three months taken by the old sailing vessels whirh 

rounded ,he Cape. ,he Suee canal in combinalion S 

steamship brought about a reduction in freights 

which became especially marked in the eighties and 
continued throughout the nineties and thic ^ ^ 

Sr a-ud c”::$;,Xt"r iS 

22 
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In 1883 wheat and tea were going through the 
canal in considerable quantities, though rice and jute 
were still going round the Cape. This was altered in the 
next ten years. Wheat does not travel well through the 
tropics, for it is “apt to heat To export it from 
India to England before the days of the canal meant 
that it had to go through the tropics twice with heavy 
risk of deterioration in consequence. Hence the canal 
not merely saved time on wheat but enabled it to be 
delivered in good condition. Indeed, the canal practi¬ 
cally created the large export trade in wheat. After its 
opening wheat exports increased rapidly as shown by 
the following figures: 

1874—5 1,074,000 cwts. 

1884—5 20,956,000 „ 

1891—2 30,307,000 „ 

In 1883 actual freights were not as yet cheaper since 
the steamer freights were higher than those of sailing 
ships, and the canal dues had, moreover, to be added to 
them. Where speed was important or perishable com¬ 
modities had to be carried, the trade received a great 
stimulus. The canal, with the greater economy of time, 
saved interest on capital invested in the goods in transit, 
and made for a quicker turnover. There was also a 
great gain in safety and in insurance rates, since the 
ships going by the canal had not to encounter the same 
dangers and delays from monsoons and storms as in the 
Cape voyage. 

The increase in the trade through the Suez canal 
was also reflected in the tonnage of the vessels engaged 
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The tonnage was 

4 

as follows ; 


Entered 

1868—9 

2,185,961 

1871-2 

2,282,853 

1881—2 

3,632,248 

1891—2 

4,308,375 

Suez proved 

to be a very 


Cleared 

2,251,310 

2,363,244 

3,736,638 

4,282,276 


important entrepot. It 
was siaiea mat m 1881 no less than 5^' of the wheat 

exported “ rested ” by the canal to avvail further orders 

This quantity rose to 15J% by 1891. In that year no 

less than 28j% of the rice exports was similarly “rested” 

The practice of dropping Indian goods en route at the 

Mediterranean ports instead of sending them to England 

dismibution to the European markets as formerly 

economised time and middlemen’s fees and stimulated 

the trade of India. On the other hand it reduced con- 

Mian in 

Like the export of wheat, that of groundnut was 
also stimulated by the canal. Previously a .great deal of 

ahm had been crushed in India and sent 

deau wi'::' “V;? 8rouadau, itself was exposed and 

fhP ? ^ peoples of a primitive manufacture 

e Suez canal probably enabled the cultivator to hold 

ar Sen“ 

travel. ^ ^ much shorter distance to 
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By 1912 India took the bulk of her imports from 
Great Britain while the bulk of her exports i.e. nearly 
60% went to foreign countries. A large proportion of the 
export trade was carried on with continental Europe. 
It was just this European trade that received a great 
impetus from the canal. Tea went to Odessa, silk and 
oil-seeds to Marseilles. On the other hand all imports 
were cheapened, especially those of iron, steel, machinery 
and railway plant, which together formed one of the 
largest items in the imports of India and on which 
transport freights were heavy. India was thus able to 
obtain her modern equipment on cheaper terms than 
before. The drop in freights also accelerated the import 
of cotton piece-goods and other articles which affected 
adversely not only the large - scale industries but also 
the crafts of the village artisans. 

The effect of the canal on Indian industries was 
twofold. On the one hand it stimulated their growth 
by facilitating the import of machinery and plant, while 
on the other it exposed them to more intense foreign 
competition by lower freight charges on the import of 
manufactures from abroad. 

Trade Agreements 

India’s commercial policy was based for long on 
the principle of free trade combined with that of 
“the most favoured nation ”. But from 1919 and more 
so after 1932 a new principle was introduced, viz. 
imperial preference. At the same time, from 1923 on¬ 
wards, free trade gave place to discriminating protection. 
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T^e policy of imperial preference gave rise to a series 
of trade agreements. 


The first of such agreements was the Ottawa Agree¬ 
ment which was concluded between His Majesty’s 
Government in the United Kingdom and the Govern¬ 
ment of India on August 20, 1932. It was one of the 

many agreements made at Ottawa among the countries 

^ ^ .1 


of the Empire and based, like the 
others, on a reciprocal exchange of 


The Ottawa 

Agreement _ 

preferences. By its terms India was to 
grant the United Kingdom a tariff preference of per 

cent on certain classes of motor cars and 10 per'cent 
on certain other classes of goods such as boots and 
shoes, furniture, metals and ores, oils, paper and paste 
board wool, stationery goods, etc., a special arrange¬ 
ment being made for iron and steel goods. In return it 
was to receive from the United Kingdom preferences 
varying from 5 to 15 per cent in the case of certain 
specified commodities, together with the free entry of a 

united number of commodities like castor seed, hand- 

made woollen carpets, etc. The Indian Tariff (Ottawa 
e Agreement) Amendment Act, 1932, was passed 

nrc— —3z 

TOry agreemem was made belweea India and the 
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United Kingdom on September 22, 1933, providing for 
preference on iron and steel goods not subject to 
protective duties, like galvanised sheets 

In the circumstances created by the acute competi¬ 
tion from the Japanese textile industry an understanding 
was reached between the Bombay and the Lancashire 
textile industries in September, 1933. This agreement, 
popularly called the Mody-Lees Pact, was to be in force 

till December 31, 1935. It provided for 
The Mody-Lees preferential treatment to imports of 

cotton piece-goods, cotton yarn and 
artificial silk goods from Lancashire. It included an 
undertaking by Lancashire that it would share with 
India any advantages which might be arranged for 
British goods in the Empire and other overseas markets 
as well as any quota allocated to the United Kingdom 
in markets in which India had no independent quota, 
and that it would take steps to extend its use of Indian 

cotton. 

The Bombay-Lancashire agreement was followed 
by the Indo-British Trade Agreement which was signed 
on January 9, 1935. Being supplementary to the 
Ottawa Agreement of 1932, it was to be in force only 
during its currency. By its terms India undertook to 

grant protection only to industries 
Th« indo-British which deserved it in the opinion of 
Agreement. 1935 Tariff Board, in a measure not 

exceeding what was necessary to equate prices of 
imported goods to fair selling prices for similar goods 

1. Ch. 17 
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produced in India, with lower rates of duty, wherever 
possible, on goods of the United Kingdom. It agreed 
to give full opportunity to any industry concerned in 
the United Kingdom to state its case before the Tariff 
Board when the question of protection to an Indian 
industry was under consideration ; and to cause a Tariff 
Board inquiry to be made regarding the appropriateness 
of existing duties in the event of a radical change in the 
conditions affecting protected industries during the 

period of protection. On its side the United Kingdom 

agreed to develop the import of Indian rawer semi¬ 
manufactured materials used in the manufacture of 
articles subject to tariff preference in India and to 
stimulate the use of Indian cotton by all possible means 
such as research, commercial investigation, market 
haison and industrial propaganda. It also undertook 
to continue to admit Indian pig-iron free of duty so 
long as the duties on articles of iron and steel imported 

from the United Kingdom into India were not raised 

above the level of those provided for in the Iron and 
oteel Industry Protection Act, 1934. 


was which 

was steadily growing m India, finally asserted itself 

rdoote‘’d": I •'’‘= '-^Sislative Assembly 

SZa 4 ^“ ” the termination of the 

greemeiu and its sequel, the Indo-British 

The indo-British Agreement of 1935. Accor- 

Agreement, 1939 the Government of India gave 

necessary six months’ notice of 
termination on May 13 1936 At 

s-arted negotiations 2 : 1 ,h’ i^e Us'h‘c*:”:! a' 
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new agreement, which was concluded after protracted 
discussions, extending over nearly two and a half years, 
in March 1939, the Ottawa Agreement being extended 
and kept in force in the meanwhile. By the terms of 
the new Agreement which contained important modifi¬ 
cations of the Ottawa Agreement, the United Kingdom 
undertook to continue the free admission of certain 
Indian goods such as lac, raw jute, mica slabs, myro- 
balans and to grant preferences on a number of other 
goods mainly as follows: (i) 10 per cent on bones, 
linseed, castor seed, groundnuts, soya beans, spices etc.; 
(ii) lo per cent on certain jute manufactures such as 
cordage, cables, ropes and twine, castor oil, rapeseed 
oil, linseed oil, groundnut oil, paraffin wax, etc. ; (iii) 20 
percent on coir mats and matting, cotton manufactures, 
jute sacks and bags, etc. (iv) preferences at specific rates 
on magnesium chloride, hand-made knitted carpeting 
and floor rugs, coffee, rice, etc. It also agreed to 
continue the free entry of Indian pig-iron, reserving the 
right to impose a tax on it under certain conditions. 
On the side of India preference was granted to imports 
from the United Kingdom, most of which were specia¬ 
lised products not manufactured in India like motor 
cars, cycles, etc., or produced only in negligible quanti¬ 
ties such as woollen carpets and rugs, drugs and medi¬ 
cines, etc. The preferences thus granted to the United 
Kingdorh were fewer than under the Ottawa Agreement. 
A preference of 10 per cent was given on imports of 
British goods like chemicals, paints, woollen carpets, 
sewing machines, etc., and per cent on motor cars, 
motor cycles and scooters, cycles and omnibuses, etc. 
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By a special article known as the Cotton Article 
the import duties on British piece-goods were reduced 
under an arrangement in which the exports of Indian 
raw cotton to the United Kingdom were linked up with 
the imports of British cotton piece-goods into India.’ 

Moreover, the United Kingdom was to extend to 

India any preferences granted to any of the Dominions, 

or Newfoundland, Southern Rhodesia or Burma, and 

similarly India was to extend to the United Kingdom 

the preferences given to any of these countries with the 

exception of Burma. The colonies agreed to grant 

India preferences granted by them to other parts of the 

Empire with certain exceptions and India undertook to 

grant them raost-favoured-nation treatment. Unlike in 

the Ottawa Agreement, provision was made for the 

negotiation of a separate trade treaty between India 
and Ceylon. 


With the heavy depreciation of the yen from 
the beginning of 1932 and the consequent cheapen¬ 
ing of Japanese imports into India, the Indian textile 
industry was faced with a critical situation. In order 
to protect it, it was necessary to raise the import duty 

The Indo-Japanese Japanese goods. But no action 

Agreement, 1934 kind could be taken in the face 

1904 u- U ^ Indo-Japanese Convention of 

re!me„r r "'“‘-rovoured-nation 

treatment from India. Therefore the Government of 
ndia denounced the Convention in April I933 This 

I Ch 11 
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of Indian cotton. In October 1933 a Japanese delega¬ 
tion came to India and after negotiations spreading 
over a period of more than three months a new agree¬ 
ment was signed on July 12, 1934, the provisions 
regarding the import of Japanese piece-goods, however, 
having come into force earlier from January 8, 1934. 

The Agreement was made up of two parts, the Con¬ 
vention and the Protocol, the former defining the broad 
principles of the trade relations between the two coun¬ 
tries in future and the latter specifying the conditions 
relating to the import of Japanese cotton piece-goods 
into India and the export of Indian raw cotton to 
Japan. The Protocol provided for (i) the imposition of 
import duties not exceeding 50 per cent ad valorem 
or 5^ annas per lb., whichever was higher, on plain 
greys, and 50 per cent ad valorem on others ; (ii) a system 
of quotas for the import of Japanese cloth into India 
and the export of Indian cotton to Japan. Japan was 
allowed to export to India, as basic quota, in any cotton 
piece-goods year commencing on April 1,325 million yards 
of cloth, provided she imported one million bales of 
cotton from India in any cotton year commencing on 
January 1. She could exceed the basic quota up to a 
maximum of 400 million yards in any year on condi¬ 
tion that for every addition of million yards to the 
basic quota she should purchase 10,000 bales of 
Indian cotton over and above the initial 1 million bales. 
The categories of the cotton piece-goods to be sent to 
India together with their respective percentage were also 
specified. Though the Agreement secured a stable 
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market for Indian cotton, it worked more to the 
advantage of Japan than that of India. 

On the expiry of the Agreement of 1934, another 
Agreement was concluded in April, 1937, for a period of 
three years. While it preserved the Convention as 
before, it modified the Protocol. The annual basic 
quota of Japanese cotton piece-goods which might be 
j , imported into India against the pur- 

AgrceitTenr^wT Japan of 1 million bales of 

Indian cotton was reduced from 325 
million yards to 283 million yards subject to a maxi¬ 
mum of 358 million yards instead of 400 million yards. 
The reduction was made in view of the contraction of 
the Indian market in consequence of the separation of 
Burma from India from April 1, 1937. The categories 
into which the Japanese cotton piece - goods were 
classified were revised, the former category of coloured 
piece-goods being subdivided into printed goods and 
dyed or woven goods and its percentage increased from 
34 to 37. It was agreed that Japan should limit its 
export of cotton fents to India to 8,950,000 yards per 
year and that India should not impose on them an 
import duty exceeding 35 per cent ad valorem. 

When this Agreement expired in 1940, it was re¬ 
placed by a Provisional Agreement to the effect that 
during the interval before the conclusion of a new 
Agreement no action would be taken by either country 
to prejudice each other’s trade. But the prospects of 
^ncluding an early Agreement receded when in July 1941 
Britain denounced the trade treaties with Japan, and the 
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Government of India gave the necessary six months’ 
notice of termination of the Agreement of 1937 to Japan. 

After the separation of Burma from India on 
April 1, 1937 the status quo in trade and tariff between 
the two countries was maintained until April 1,1941 when 
a new Indo-Burma Trade Agreement was signed. By 
the Agreement the old free trade policy was given up 

and the two countries were free to 
The Indo-Burma impose tariff duties subject to recipro- 

Agreement, 1941 , . . 

cal concessions amounting generally to 
a preference to each other’s goods of 10 per cent against 
Empire and 15 per cent against foreign goods. Subject 
to these provisions, Burma agreed to give India the 
following concessions : (i) free entry of a large number 
of articles such as canned fish, coal, raw cotton, cotton 
twist, pig-iron, etc. (ii) the levy of duties on certain 
articles like potatoes, coconuts, chemicals, etc. at not 
more than 5 per cent, on some others like coffee, cigars, 
toilet soap, boots, shoes, etc. at not more than 10 per 
cent and on still others at not more than specified special 
rates, as for example betel leaves 20 per cent, tobacco 
1 anna per lb., silk, artificial silk and mixed fabrics 
15 per cent, etc. 


In return India agreed to give Burma concessions 

as follows : (i) free entry to certain goods of Burmese 

origin such as dyeing and tanning materials, iron ore, 
aluminium, lead, zinc, etc. (ii) the levy 'of duties on 
certain articles at not more than special rates, as for 
example, potatoes and onions 5 per cent, coffee and 
cigars 10 per cent, unmanufactured tobacco 1 anna per lb. 
Separate arrangements were made for certain goods. 
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As regards Indian cotton piece-goods the Burma 

1 I 1 1*1 1 more than 

10 per cent while the Agreement provided for a pre¬ 
ference of 7i per cent. In the case of kerosene from 
Burma the margin of preference was reduced to 9 ps. 
per gallon from the former margin of 11 ' ps the 
Government of India being allowed during the wLr to 
mpose a surcharge equal to the entire margin of pre¬ 
ference. The Burma Government was not to levy an 
export duty on timber during the war, in addition to 
^'ing special privileges to imports of Indian su^ar 
T^ere was to be no duty in India on Burmese rice Ld 
broken rice so long as these commodities coming from 
other countries remained untaxed, but if a duty was 
imposed on broken rice the import of it from Burma 
was to receive preference not exceeding iQ percent It 
was also provided that on exports from one country to 
the other which were subject to excise duty the customs 

co?ntt°' The^r^^^ imp^^^ 

country. The Agreement was to last for an indefinite 
P^d unless denounced by either party a. six tnonths' 

“a “I toS'eSer- K ' 

ettective from November 1947. expired, it 
The Indo-Pakistan replaced by a new Indo-Pakistan 
Agreement at Calcutta on May 

undertook to supply Paldstan 

Paiastan 32 items of exports 


/ 
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including coal, cotton and cotton yarn, corrugated iron 
sheets, pig iron, chemicals and jute manufactures. In 
return Pakistan was to supply India 10 commodities, 
the principal ones being raw'' jute, raw cotton and food 
grains. 

I 

On the expiry of this Agreement another Indo- 
Pakistan Agreement was concluded on June 30, 1949. 
Its object was to bring about an equilibrium between 
India’s exports to and imports from Pakistan. India’s 
imports of raw jute and raw cotton from Pakistan were 
therefore reduced by 20 per cent and 30 per cent 
respectively, while her exports were increased partly by 
the inclusion of new items and partly by enlarging the 
quotas in the case of certain old items. Re-export to 
any other country of any scheduled commodity in the 
form in which it was imported was forbidden. With the 
devaluation of the Indian rupee following that of the 
pound sterling in September 1949 and Pakistan’s deci¬ 
sion not to devalue its currency but to maintain it at par 
with the dollar, there arose a serious obstacle to the 
working of the Agreement. The price of raw jute from 
Pakistan rose by 44 per cent in terms of Indian money, 
making it impossible for the Indian jute mills to work 
at a profit. The imports of raw jute from Pakistan 
were therefore suspended and other imports were severely 
restricted. As regards exports to Pakistan, they were 
affected to some extent by export duties levied by 
India on certain articles such as mustard oil and iron 
and steel, and much more by stiffer import duties levied 
by Pakistan. To this tariff war between the two 
countries was added the difficulty of remittances 
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through the banking system. In these circumstances 
the Agreement of 1949 became virtually a dead letter. 
The Indian jute mill industry was faced with an 
unprecedented crisis, and so were the jute growers of 
East Bengal. A way out was found after nearly sixteen 
months of acute distress on either side when a new Indo- 

r Agreement was concluded in February ' 

1951. By the terms of the Agreement India recognised the 
igher par value of the Pakistan rupee in view of the 
avourable condition for primary producing countries 
like Pakistan created by the Korean War and other 
changes in the world situation. She was to supply 
coal, steel, textiles and cement to Pakistan, receiving in 
return raw jute, raw cotton and food grains'. Provision 
was made for speeding up the delivery of goods urgentlv 

r.qu.red i„ bo.h countries, for exLplf raw /£“ in 
Indta, and coal in Pakistan. Certain commodUies we e 
to be placed on the Open General Licence both for 
imports and exports by the two countries. As regards the 
mpor, and export of all other cotnmodt.ies both coun! 

an? Tt,“' “ 1'“ favourably than 

any other country in the sterling or soft currency area. 

As a result of international conferences on trad 
and employment held in London, GenevT?nd 1 

Tariffs and TrSe Agreement on 

International Trade r an 

^ ^ Organisation were drawn iir» tu 

former was framed at the Geneva ® '"P* The 

■Ml. .M t.,. 0. ^tober 1947. at whicS XTs paid 

•o mutual .tade~trtrS'^^^^^^^^ 
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The latter was signed on March 24, 1948 by 53 
nations, India being one of them. The aim of the 
charter is, among others, to reduce tariffs and other 
barriers to trade and to eliminate discriminatory 
practices in international commerce. In realising this 
objective due regard is to be had for the promotion of 
industrial and general economic development parti¬ 
cularly of those countries which are still in the early 
stages of industrial development. The charter is to be 
implemented by a new specialised agency of the United 
Nations to be known as the International Trade Organi¬ 
sation. 

As regards India’s participation in the T. T, O. and 
the GATT, Ihe question was examined by the Fiscal 
Commission (1949-50). The Commission held that the 
“ escape clauses ” provided in the charter would give 
India an opportunity to pursue a commercial policy 
conceived in the interest of her own national develop¬ 
ment, It also pointed out that membership of the 
I. T. O., apart from being justified by the present 
economic condition of the country, would have the 
following threefold advantage viz. influence over the 
discussions of the I.T. O., prevention of unduly narrow 
interpretation of the charter which might hinder her 
economic development, and facility to obtain the supply 
of foreign capital and technical ability required for her 
development. Moreover, the GATT was based on a 
recognition of the special needs of countries like India. 
The most-favoured-nation treatment, an important 
principle of the GATT and of the charter, was modified 
so as to permit India to maintain her present sanctions 
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against South Africa, and to grant concessions to 
and receive them from Pakistan without extending 
them to other countries. Similarly it was provided that 
the requisite approval of the contracting parties to the 
GATT would be automatically given when import 
restrictions were designed to protect industries esta¬ 
blished between January 1, 1939 and March 21-, 1948, or 
were found necessary to protect industries engaged in 
the processing of domestic raw materials or of the 
bye-products of domestic industries. Quantitative 
restrictions on trade were also permitted on balance of 
payments grounds. 

In pursuance of the GATT, which she signed on 

June 8, 1948, India made agreements directly with a 

number of countries exchanging concessions in the form 

of lower customs duties, smaller preference margins 

and binding of existing tariff treatment against future 

increase. In doing so she kept in view three main 

principles : (i) concessions should be clearly in the 

interest of the national economy or at least not injurious 

to it, (ii) they should not relate to products which are 

protected or which might claim protection during the 

next three years ; (iii) they should not involve excessive 
loss of revenue. 


23 



Chapter XXVI 

Tariff Policy 

For centuries customs duties on articles imported 
by sea had been imposed in India at low rates. In the 
Moghul period the rate did not exceed b% ad valorem. 
There existed also an elaborate system of internal 
transit dues, which hampered trade. Under the Com¬ 
pany’s administration these inland duties were abolished 
during the period 1835-44. As regards the import 
duties, they were levied generally at 3^% on-raw produce 
and at 3\ or 5% on manufactured articles. Besides, 
they were doubled in the case of goods imported in 
foreign ships. From 1848 to 1859 the differential 
duties were levied on foreign goods, ignoring the 
nationality of the ships, the duty on foreign goods 
being twice as much as on British goods. 

Greater expenditure occasioned by the mutiny led 
to an enhancement of the tariff. While the differential 
duties on British and foreign goods were abolished, the 
general rate of duty was raised from 5 to 10%, and the 
duty on cotton yarn from to 5%. In 1862 the duty 
on cotton piece-goods was reduced to 5% and that on 
yam to 3^%. Two years later the general rate of duty 
was lowered from 10 to 7J%, All these reductions 
were made with a view to revert to the rates before the 
mutiny, owing to the improvement in the finances. 

In 1875 the Government of India, finding itself in 
possession of a surplus, abolished a number of export 
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duties and reduced the general rate of import duty from 
7^ to 5%, leaving, however, the duties on cotton piece- 

Aboiitionof and cotton yarn at 5% and 

cotton duties respectively as before. Under 

the pressure of Lancashire interests 

exerted through the Home Government the cotton 

duties were partially abolished in 1878 and 79 and 

completely abandoned together with most of the 

general customs duties in 1882. For the next 12 years 

no import duties were levied in India, except those on 

arms and ammunition, liquors, opium, salt and petro- 
leura. ^ 


Like import duties, export duties were an integral 
part of the early tariff policy and were imposed generally 
at 3,^ ad valorem on practically all exports. Though 

Export duties levied Solely for the sake of revenue 
c.p,e, so .a. a 

1894°'1"tf ° Sterling value of the rupee in 

1894 and the consequent necessity of fresh taxation tu 
customs dudes were reimposed at a general rate of’ 50 " 

.894.»i.h,be increase ... ..e nS%o;”e?ert’ 

import duty of 5^ was placed’ on 

Panied by an eS” d^r 

of counts above 20 sh. In 1896 1 ^ 

piece-goods was reduced to 347 and^ °° 

and the excise duty 


Tariff 1894-1914 
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was levied at the same rate on all Indian mill-made 
cloth, cotton yam being admitted free. The tariff as 
restored in 1894 remained substantially unaltered till the 
first World War. Its main features were (i) that it 
consisted of a low uniform rate of duty on nearly all 
imports, except liquors and tobacco which were subject 
to stiff revenue duties and (ii) that its object was purely 
revenue, special exemptions being granted even from the 
low duties to articles required for the industrial develop¬ 
ment of the country, such as railway materials, machinery 
and iron and steel. 


During the first World War which imposed heavy 
financial burdens, the tariff had to be increased. In 1916 


the general rate was raised from 5 to 1\%. Machinery 
and railway materials were taxed at 2^% and the duty on 


Tariff 1914-1922 


iron and steel goods was raised 
from 1 to 1\%. A duty of 10% 


was levied on sugar and the duties on liquor and 


tobacco were pushed up considerably. But the cotton 
duty and excise were allowed to continue at 3i%. In 
the following year, however, the cotton duty was raised 
to the general level of 1\%, the excise being left un¬ 


changed. 


In the face of the unprecedented deficit in the 
Government finances, the tariff was further enhanced in 
1921 and again in 1922. As a result, the general rate of 
duty rose to 15%; the cotton duty to 11%, with no change 
in the cotton excise. The duties on other articles stood 
as follows: sugar 25%, luxury goods like motor cars, 
watches, silk piece - goods etc. 30%, iron and steel and 
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railway materials, 10^, matches Rs. 1—8—0 per gross 
boxes. Cotton yarn, admitted free in 1896, was taxed 
at 5%. The duty on kerosene was increased by 1 anna 
per gallon with a corresponding excise on the home 
product. The liquor and tobacco duties were pushed 
up almost to the limit. Thus in 1922 the tariff consisted 
of six schedules ; (i) goods admitted free of duty 

(ii) goods taxed at special rates such as sugar, liquors, 
tobacco, coal, cotton yarn, cotton piece-goods, matches 
etc. (iii) goods taxed at 2J per cent including certain 
types of machinery, grain and pulses (iv) goods liable 
to a tax of 10% like iron and steel goods and railway 
materials (v) a large variety of goods subject to a 

general rate of 15^, and (vi) certain luxuries taxed at 30'"' 
such as motor cars, watches, etc. 


The tariff, as it stood in 1922, had travelled a long 
way from the pre-war tariff. The general rate of duty 
was no longer low nor uniform. It was also obvious 
that considerations other than those of revenue had 
entered into the framing of the tariff. Another impor¬ 
tant feature was the tendency to revert to export duties 

In 1916 two new export duties, one on jute, both raw 
and manufactured, and the other on tea, were levied. 

The former was doubled in 1917. In 1919 an export 
duty was imposed on raw hides and skins and with it 
an entirely new principle wa‘s introduced in the Indian 
ariff. Instead of being levied solely for revenue the 
export duty on raw hides and skins was frankly admitted 

“^^s^re of protection to the Indian tanning 

preference in so far as provision was made for TrSate 
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of § of the duty on hides and skins exported to the 
empire and tanned there. 

A most important step in the history of Indian tariff 
was taken in 1921 when the Indian Fiscal Commission 
was appointed to examine the tariff policy and to make 
recommendations. The Commission recommended by a 
majority the adoption of a policy of discriminating 

protection. This policy implied the 
Discriminating grant of protection not to every kind 

Protection o • i i . 

of industry but only to selected 
industries which fulfilled certain conditions. The 
conditions were : (i) that the industry possessed natural 
advantages; (ii) that without the help of protection it 
was not likely to develop at all, or not so rapidly as was 
desirable; and (iii) that it would eventually be able to 
face world competition without protection. The policy 
was to be applied through a Tariff Board to be set up 
for the purpose. The Commission also recommended 
that raw materials and machinery should be admitted 
free and semi-manufactured goods at low rates, and that 
export duties should be levied at very low rates, as 
was the case then, for revenue purposes or for aiding 
research and improved organisation. 

By a resolution passed by the Legislative Assembly 
on July 10, 1923, the policy •of discriminating protection 
was adopted and a Tariff Board appointed to carry it 
out. Under the new policy which governed the tariff 
thereafter, the first industry to receive protection was 
the iron and steel industry. It was followed soon after 
by other industries, notably the following: cotton-mill. 
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sugar, paper and paper-pulp, matches, salt, heavy 

chemicals, and salt. A special feature of India’s tariff 

policy after the Ottawa Agreements of 1932 was the 

introduction of imperial preference within the scheme 

of discriminating protection, and accordingly the duties 

on the protected industries were adjusted with a 

preferential margin on British goods as against foreign 
goods 


The policy of discriminating protection was 
criticised in various ways, particularly on the ground that 
It was not comprehensive enough and that it was 
administered with a somewhat excessive tenderness 
towards British interests. However that might be, there 
could be no doubt that within its limited scope it was 
amply successful in enabling the major industries to 
establish themselves on a stable footing and in stimulat¬ 
ing the general industrial progress of the country. A 
certain amount of sacrifice on the part of consumers in 
the shape of enhanced prices and on the part of Govern- 
ment m the form of reduced revenue was inevitable 
ough not ascertainable in any precise terms. 


During the second World War a ricid control of 

nArX'ie?' 

which he r industries, to 

wa Tn f P'-^mised protection after the 

fulfilment of that promise an interim Tariff 

Board was appointed in November 
1945, to investigate the claims of 
various industries seeking nrotection 
or governmental assistance. The conditionf which were 


Post-War 

Modification 
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laid down for the eligibility of an industry to protection 
or other assistance differed from those which were 
applied till then under discriminating protection. They 
were as follows : (i) that the industry was established 
and conducted on sound business lines ; and (ii) that, 
having regard to the natural or economic advantages 
enjoyed by the industry and its actual or probable costs, 
it was likely within a reasonable time to develop suffici¬ 
ently to be able to carry on successfully without 
protection or state assistance ; or (iii) that it was an 
industry to which it was desirable in the national inte¬ 
rests to grant protection or assistance and that the 
probable cost of such protection or assistance to the 
community was not excessive. On the basis of these 
conditions, as ascertained by the Tariff Board, protection 
was granted to industries after the war. 


In April 1949 the Fiscal Commission was appointed 
to examine the working of the policy of protection since 
1922, and to make recommendations as to future policy. 
In its report, submitted in July, 1950, it laid down the 
new tariff policy on the following lines. Tariff protec¬ 


tion, which is primarily a means to 
New Tariff Policy economic develop¬ 

ment of the country, should be related to an over-all 


Policy 


planning of economic development. Industries coming 
under the plan are grouped under three heads t 
(i) Defence and other strategic industries (ii) Basic and 
kej/ industries, and (iiii Other industries. Industries of 
the first group are to be protected at all costs on natio¬ 
nal considerations. Those belonging to the second 


group will receive protection on the terms and conditions 
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prescribed by the Tariff Authority. The grant of 
protection to industries in the third category is to be 
determined in accordance with the following criteria ; 
■“ Having regard to the economic advantages enjoyed 
by the industry or available to it and its actual or 
probable cost of production, it is likely within a reason¬ 
able time to develop sufficiently to be able to carry on 
successfully without protection or assistance and/or it is 
an industry to which it is desirable in the national 
interest to grant protection or assistance and, having 
regard to the direct and indirect advantages, the prob^ 
able cost of such protection or assistance to the 
community is not excessive.” As regards industries 
which are not included in the plan, their claims to 

protection are subject to the same criteria as the third 
group of industries in the plan. 


The Commission further laid down certain specific 
provisions calculated to liberalise the grant of protec¬ 
tion. An industry may be protected, under certain 
conditions, even if raw materials are not available locally 
or there is only a potential export market. As 
regards the home market, it is enough if the industry 
seeking protection has potentialities for expansion so as 
to cover a sizeable portion of the internal market within 
a reasonable period of time. New or embryonic indus¬ 
tries can be given protection if they involve heavy 
capital outlay or a high degree of specialisation in 
personnel and equipment, or are likely to be subjec- 

e to intense competition from well-established indus- 

tnes abroad. Industries using the products of protected 
.ndustnes are entitled to compensatory protection 
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Finally, protection may be extended to agricultural 
commodities, if required in the national interests, 
subject to certain conditions. 

For the implementation of the tariff policy the 
Commission recommended the establishment of a 
permanent Tariff Commission with wider powers than 
the former Tariff Board. 

The Commission’s recommendations were accepted 
by Parliament which accordingly passed in September, 
1951, the Tariff Commission Act, providing for the 
appointment of a Tariff Commission to administer the 
policy of protection. 

The History of the Indian Cotton Excise. 

Before proceeding to trace the history of imperial 
preference an account may be given here of the Indian 
cotton excise which raised a storm of controversy 
leading to much bitterness in the relations between 
India and Britain. The Lancashire industry, which 

had for many years commanded the 
Lancashire important Indian market, viewed 
Agitation alarm the growth of the Indian 

colton-mill industry. In January, 1874, the Manchester 
Chamber of Commerce addressed a memorial to the 
Secretary of State protesting against the Indian cotton 
duties as they tended to protect the Indian cotton mills- 
Accordingly, in July, 1875, the Secretary of State urged 
the Government of India to remove, as early as the 
finances permitted, ‘‘ this subject of contention. ” At 
this time, while the general rate of import duty was 7^^/, 
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the duty on cotton piece-goods was 5°^. But the 
Government of India, finding itself in a° position to 
reduce taxation, lowered the general rate from 7^ to 5”, 
but left the duties on cotton goods untouched. This 
action was unwelcome to the authorities in England, 
and, after an exchange of views between the Secretary of 
State and the Government of India, the former laid down 
that the cotton duties should be the first to be abolished 
as soon as the finances permitted of further reduction. 


Abolition of 
cotton duties 


The Lancashire agitation against the cotton duties 
was the result of its apprehension that its interests were 
being injured thereby. The duties were attacked on the 
ground that they were inconsistent with the free trade 
policy of England. In the first of his despatches the 

Secretary of State wrote : “ Parliament 
will not allow the only remnant of 
protection within the direct jurisdic- 
Uon of the English Government.” On the other hand the 
Government of India believed that effective competition 
etween British and Indian goods was small, only Rs 4 
lakhs worth of imported goods being in competition 
with Indian goods as against Rs. 77 lakhs worth of 
goods which did not compete ; that it was not wise to 
sacrifice a large revenue for the removal of such a small 
handicap ; and that to repeal the duties for political 

reasons was inexpedient and not consistent with the 
interests of India. In July, 1877, the House of Commons 
passed a resolution urging the abolition of the duties 
■ w. hou. delay, so soon as ,he finaneial condi.icn Tf 
la will permit. In accordance with it the Govern 
ment of India exempted in 1878 and 79 the’coarsS kinds 
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of cotton goods from duty. This naturally led to the 
repeal in 1882 not only of the remaining cotton duties 
but of the whole of the general import duties. 

In 1894 the depreciation in the sterling value of the 
rupee brought about a serious crisis in Government 
finance, necessitating the levy of fresh taxation. Conse¬ 
quently the customs duties were reimposed at a general 
rate of 5%, the cotton goods, however, being excluded. 
Their exclusion aroused universal opposition in India, in 
spite of which the measure was made law by the Tariff 
Act of 1894, 


In May 1894 the Secretary of State stated that the 
cotton duties might be imposed, provided they were 
deprived of any protective character either by exempting 
from duty those classes of imported goods which com¬ 
peted with Indian manufactures or by levying on Indian 

manufactures which competed with 


Levy of 
cotton excise 


imported goods an excise duty. The 
Government of India, which was 


faced with a deficit, preferred to reimpose the cotton 
duties with an excise duty on such Indian mill-manu¬ 


factured yarn as might be considered to come into 
competition with imported yarn. It suggested the levy 
of a duty of 5% on imported cotton piece-goods, and 
34 ^ on imported cotton yarn, and of an excise duty 
of 3i% on Indian mill-manufactured yarn of counts 
above 24s. The Secretary of State proposed the levy of 
the import and excise duty at 5% instead of 3iZ and the 
drawing of the minimum line at 20s. instead of at 24s. 
The necessary legislation was carried through in 
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December, 1894, giving effect to the duties suggested by 
the Secretary of State. 

Before long, Lancashire raised strong protests. In 
the midst of many overdrawn arguments, the following 
points were urged with truth : (i) the exemption of the 
coarser Indian cotton goods from any taxation created a 
difference in price between the coarser and the finer 
goods, which tended to stimulate the demand for the 
former; (ii) the excise, being a tax on yarn, was, in 
effect, lighter than the import duty which was in’the 
mam a tax on cloth. In order to meet these objections, 
the Indian excise was imposed on all grades of Indian 
mill - made cloth, its rate and that of the import duty 
being reduced from 5 to At the same time, the 
import duty and the excise duty on yarn were abolished 
These changes were given legal effect in 1896 in the 
teeth of strong opposition in India. 


Abolition of 
cotton excise 


Apparently the Lancashire interests had triumphed, 
but their success caused deep resentment among the 
millowners and the general public of India. The repeal 
of the cotton excise became an article of political faith 

among all shades of opinion in India. 
The strength of this feeling was 
x/i , - ’■evealed by the resolution moved by 
1 Maneckjee Dadabhoy in the Imperial Legislative 
Councfi on March 9, 1911, demanding the abandonment 
the cotton excise, and the almost unanimous sun- 
port It received from the non-official members The 
^s^on. however, was defeated b, t: offlS 



366 


In 1916 Lord Hardinge, in consultation with the 
Home Government, announced that the questions raised 
by the cotton duties would be reconsidered after the war. 
Shortly after, under the stress of war expenditure, the 
general rate of the tariff was raised from 5 to but 
the cotton import and excise duties remained at the old 
rate of 3 In 1917, when still further revenue was 
required, the cotton duty was raised to the general level 
of 7^%, the excise remaining untouched at 31 %, The 
unprecedented deficit of 1921 necessitated the raising of 
the general rate from 7J to 11%; the cotton duty was 
also raised to 11% but the excise remained as before at 
3^%. It was clear that the situation was profoundly 
modified in 1917 and still more in 1921 when a divergence 
amounting to 7 ^% was permitted between the rate of the 
import duty and the rate of excise. 

The Indian Fiscal Commission (1921—22), after a 
thorough investigation, recommended “ that the existing 
cotton excise duty should, in view of its past history and 
associations, be unreservedly condemned, and that the 
Government of India should frankly express their desire 
to ‘clean the state’”. Accordingly, the cotton excise 
was suspended with effect from 1st December 1925 till 
the end of the financial year 1925-26, and finally 
abolished in the Budget and Finance Bill for 1926-27 
passed by the Legislature in March 1926. 

Imperial Preference 

The question of imperial preference first took shape 
in a practical form in 1897, when Canada reduced her 
duties on British goods. From 1898 she gave preference 
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at 1 of the duty to the United Kingdom and to such 
British colonies as gave her favourable treatment. She 
raised the preference to t of the duty in 1900. At the 
Colonial Conference of 1902, imperial preference was 

recognised as a principle of general application The 
resolution adopted by the Conference on the subject 
emphasised the following points : (i) that the stimula¬ 
tion of commercial intercourse between the different 
parts of the empire was in the interest of the empire ; 
(ii) that the policy of preference would develop the 
resources of the several parts of the empire, thus strength- 
^ing the whole ; (m) that there was no question of the 
Dominions abating their protectionist policy and no idea 
of establishing free trade within the empire ; and (iv) that 
he preference should be voluntary and within the means 
of each Dominion and that the United Kingdom should 
grant preferences in return, if possible. In accordance 

resoluuon, preference was granted by 

1^1907! “ Australia 

At the Colonial Conference of 1907 the auestinn 
was brought up again prominently. The British Govern 
ment explained that in the circumstances of the uS 
Kingdom s dependence upon foreign countries for food 

retu^' MirnwhS’te Preference in 

. i. s* t “".rs'isr.s- 

she had very little to gain in return and thaTS had 
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a great deal to lose or to risk. Thus on the eve of the 
first World War the position was that the self-governing 
Dominions all gave preferences to certain products of the 
United Kingdom and in some cases to the products of 
other parts of the empire ; that India and the majority 
of the Crown colonies had not adopted the principle; and 
that the British Government did not see its way to 
grant preference in the United Kingdom. 

The first World War gave a great impetus to the 
policy of consolidating the empire and the question of 
imperial preference was again taken up. The Imperial 
War Council of 1917 passed a resolution urging the 
adoption of imperial preference by all parts of the 
empire. But by far the most significant event occurred 
in 1919, when the United Kingdom, reversing its old 
attitude, adopted the policy of preference. Without 
altering its general tariff policy, it granted to the whole 
empire preferential rates at 5/6 or 2/3 of the full rate on 
nearly all articles subject to import duties. At the same 
time, many Crown colonies took up the question. Some 
of them had already introduced preferential rates, while 
others had them under consideration. Australia & 
New Zealand increased their preferences. So far as India 
was concerned, the question had been before the Govern¬ 
ment of India in one form or another from 1917 
onwards. In 1919 an element of imperial preference 
was introduced in the export duty on raw hides and 
skins. There was also a trace of imperial preference in 
the application of the policy of discriminating prot^- 
tion. But the definite adoption of the policy of imperial 
preference by India dates from the Ottawa Agreements 
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of 1932. Since then the Ttiriff Acts ptissed to protect 

Indian industries and the Trade Agreements made with 

other countries have been based on the principle of 

imperial preference, though on a restricted scale after 

the termination of the Ottawa Agreement by India in 
1936. 

The working of imperial preference since 1932 was 
examined by the Fiscal Commission (1949-50) in all its 
aspects. The Commission concluded that, in view of the 
decline in India’s share of the export market in preferred 
articles in the United Kingdom, India’s policy in regard 
to preferences needed revision, and that already since 
1947 both India and the United Kingdom had reduced 
the margin of preference granted to each other in 
respect of a large number of articles and pledged them¬ 
selves to a binding of the reduced rates of preference 
against any increase in the future. It recommended 
that the continuance or otherwise of preferences should 
be determined exclusively on a consideration of econo¬ 
mic advantages and on the basis of mutual interests. 

The Tariff Board 


The Tariff Board was the natural result of the 
decision of the Government of India to change the 
fiscal policy and adopt a policy of protection to be ap- 

^‘®^”mination. The Fiscal Commission 
w ich laid down the guiding principles of such a policy 

of discrimmating protection, recommended that in its 

apphcation the Government should be advised by a 

Tariff Board consisting of not less than 3 mem^rs 
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conducting their enquiries under conditions of the 
utmost publicity. 

The Legislative Assembly accepted this recommend¬ 
ation in a resolution of February 16, 1923. Accordingly, 

. the Tariff Board was appointed in 

Old Tariff Board 

March 1923, initially for one year as 
a measure of cautious experiment, and, later, on the 
basis of biennial renewal. The Tariff Board continued 
to function almost without a break from its inception. 

It consisted of three members, one of whom was a 
Government official. Its duties, as laid down by the 
Fiscal Commission, were “ inter alia to investigate the 
claims of particular industries to protection, to watch 
the operation of the tariff and generally to advise the 
Government and the legislature in carrying out the 
policy” of discriminating protection. It was clear from 
this that the Board was not concerned exclusively with 
the imposition of protective duties nor even with mere 
changes in the customs tariff. It was the Board’s duty 
to advise the Government in regard to all matters 
pertaining to the policy of discriminating protection 
which involved, besides the imposition of new duties or 
enhancement of existing ones, the removal or reduction 
of import duties on raw materials entering into any 
indigenous manufacture, the grant of bounties to indus¬ 
tries in either a direct or an indirect manner. The first 
task of the Tariff Board with reference to any applica¬ 
tion for protection was to assure itself that the industry 
in question satisfied the fundamental conditions laid 
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down by the Fiscal Commission as necessary for the 
grant of protection. 

The procedure in the case of Tariff Board enquiries 
was very simple. The industry concerned should apply 
to the Government making a prinia facie case for protec¬ 
tion ; and if and when the Government thought it fit 
the application would be referred to the Tariff Board for 
enquiry and report. In making the enquiry, conditions 
of the utmost publicity were to be ensured, though, of 
course, proceedings in camera could be resorted to when 
the evidence tendered was of such a nature that its 
publication would involve the divulging of trade secrets. 
The report was to be submitted to the Government, and 
on its acceptance by the latter, the desired changes 
would be effected by the normal processes of legislation. 
The Tariff Board was only an advisory body. The final 

decision rested with the Government and the Legis¬ 
lature. ^ 


The Tariff Board conducted in all 51 enquiries 
between 1923 and 1939. The Government accepted the 
Board’s recommendations without any modification in 
34 cases, in 10 of which the Board had turned down the 
claims for protection. In 11 cases the Board’s recom¬ 
mendations were accepted by the Government with 
certain modifications, and in 6 cases they were rejected. 
Thirteen industnes received protection during this 
period, including iron and steel, cotton textiles, sugar 

Scat h-; 
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An interim Tariff Board was constituted in 1945 
for a period of two years to consider the claims for 
protection of industries started during the second World 

War. It was reconstituted in 1947 
for a period of three years. It could 
recommend protection to war-time 
industries for a period of three years as an interim 
measure pending the adoption of a long-term tariff 
policy. The conditions for the grant of protection to 
industries, laid down by the Fiscal Commission in 1921, 
were now modified in the light of the new circumstances 
resulting from the war. The most important change 
was that the Board could recommend protection or 
assistance to those industries which it considered to be 
of national interest. Moreover, the Board was specific¬ 
ally asked to recommend what additional or alternative 
measures should be adopted to assist the industries. 
The Board took a liberal view in applying the condi¬ 
tions for the grant of protection or assistance to the 
industries whose claims it examined. It conducted 90 
inquiries including 5 cases of fixation of internal prices. 
Out of the 85 tariff inquiries 46 were new cases and the 
remaining 39 were concerned with continuation or 
modification of existing protection. The Board recom¬ 
mended protection for the first time to 38 industries and 
continuance of protection to 22 industries. The follow¬ 
ing were a few of the important industries which received 
protection during this period : aluminium, antimony 
and other non-ferrous metals, caustic soda and bleach¬ 
ing powder, soda ash, textile machinery, bicycles, and 

electric motors. 
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The Fiscal Commission (1949-50) recommended 
that the old Tariff Board should be replaced by a Tariff 
Commission on a permanent and statutory footing. It 

Tariff Commission Should Consist of 5 members including 

the chairman, with provision to 
increase the membership, to 7, if necessary. The 

members should be selected primarily on the basis of 
their competence and their professional, business or 


service standing. The Commission should have the 
following functions ; (i) enquiries connected with pro¬ 
tective and revenue tariffs (ii) enquiries connected with 
prices and the general effects of protection on the 
economy of the country, and (iii) review of protected 
sndustries. With the exception of some cases in which 
enquiries could be started only at the instance of the 
Government, the Commission could undertake enquires 
on Its own initiative. Apart from ad hoc reports, it 
S OU d submit periodical reviews on the working of 
protection. Unlike the interim Tariff Board, it could 
ecomm^d protection for a period of more than three 
ears. urther, decision on the report of the Tariff 

Government 

y within a period of two months. 


Commis!i?nT^t^'^’i,^-^^'^ Parliament passed the Tariff 
of a Tariff c,f —establishment 

Commission Tccordl?! ‘^e Fiscal 

AccordiHgly, a permanent Tariff Com- 

^ of 

Government is vp chairman. The 

Act to report to Pa^r^ under the Tariff Commission 
report to Parliament within three months after 
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the submission of the Tariff Commission’s report the 
action taken on it, and in the event of failure to take 
action, to explain the reasons for it. 

During the brief period that has elapsed since its 
inception on January 21, 1952, the Tariff Commission 
has conducted several inquiries into claims for protec¬ 
tion and internal prices, in addition to reviews of 
protected industries as well as research and compilation 
of statistics. 


Chapter XXVII 

Currency and Banking 

Money was used in India from the very earliest 
times. There were various kinds of coins made of gold, 
silver, copper and many other substances. During the 
Mahomedan period several interesting monetary experi¬ 
ments were made. Akbar s attempt to introduce a 
uniform system of coinage did not succeed. There 
was no uniform standard coin in British India at the 
beginning of the nineteenth century. In North India 
there was a silver standard, while in South India gold was 
the standard metal. But everywhere gold and silver 
coins were in circulation without any fixed relation 
between them. The East India Company “ found 994 
different gold and silver coins current of different 
weights and fineness”. As this was inconvenient it 
attempted to issue gold and silver coins at a fixed legal 
ratio. This attempt at bimetallism, however, failed. At 
length a uniform system of coinage was introduced by 
the Act of 1835, which declared the silver rupee of 180 
grams troy to be the standard coin and legal tender in 
India. Thus silver monometallism was established, and 

gold ceased to be legal tender, though its use was not 
entirely discouraged. 

In January 184l a proclamation was issued authoris¬ 
ing the receipt of gold mohurs at the public treasuries 

at the ratio of 15:1 between silver and gold. But 

848-1849 the value of gold fell relatively to silver and 

his caused much embarrassment to the Government 
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which withdrew the declaration of 1841 and ordered in 
1853 that no gold coin would be received at the public 
treasuries. Gold was thus completely demonetised. 


From 1872 a new situation arose. The value of 
silver fell in consequence of the adoption of the gold 
standard in Germany, Sweden, Denmark and Holland, 
the suspension of the free coinage of silver in 1874 in 
the countries of the Latin Union and the increase in the 


output of silver from the mines. The 
The Herscheii rupee depreciated and the rate of ex- 

Committee , t • • ^ 

change was upset, resulting m great 
uncertainties in commerce and trade as well as budget 
estimates. In order to meet the situation, bimetallism 
was tried in vain. In 1892 the Herscheii Committee 
was appointed to examine the question and to suggest 
remedies. After a careful investigation of the whole 
problem from various angles the Committee recom¬ 
mended (i) that the mints should be closed to the free 
coinage of silver, though they would be used by the 
Government for the coinage of rupees whenever neces¬ 


sary ; (ii) that the rupee should be made a token 
coin, exchanging for gold at a ratio of 1 sh. 4 d.; and 
(iii) that gold was to be received at the Government 
treasuries in payment of public dues at the same rate. 
While the Committee made no specific proposals for the 
introduction of the gold standard, it clearly contemplat¬ 
ed its establishment in the future. On the basis of the 
Committee’s recommendations the Coinage Act of 1893 
was passed and the mints were closed to the free coinage 
of silver, the Government reserving the right to coin 


rupees on its own account. 
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Owing to the continued fall in the value of silver, 
the expected rise in the value of the rupee to Ish. 
4 d. did not take place until 1899. Meanwhile, in 
order to make the currency more elastic, the Gold Note 
Act of 1898 was passed, authorising the issue of notes in 
India against gold deposited in London with the 
Secretary of State and ear-marked as part of the paper 
currency reserve. 


The Fowler 
Committee 


In April 1898 the Fowler Committee was appointed 
to consider the question of the establishment of a satis¬ 
factory currency system in India. After examining in 

detail various proposals made by the 
Government of India as well as in¬ 
dividuals, the Committee made the 

following recommendations : (i) The British sovereign 

should be made legal tender and a current coin in Indfa, 
the Indian mints being thrown open to the free coinage 
of gold; (ii) Government should continue to give 
rupees for gold, fresh rupees being coined only after the 
proportion of gold in the currency exceeded the 
demand of the public; (iii) The profits on the coinaoe 
o lupees should be kept in gold as a special reserve 
distinct from the paper currency reserve and ordinarv 
treasury balance; (iv) When the gold reserve was 
sufficient the Government might discharge its obliga¬ 
tions m India in gold instead of rupees; (v) The rate 

of exchange should be 1 sh. 4 d. per rupee; (vi) ?he 
rupee, though a token coin, should continue as unlirait- 

the Fow er C ■ ' recommendations 

the Fowler Committee had in view the introduction of 
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the gold currency standard immediately in India. The 
Indian Coinage Act of 1899 was passed to give effect to 
the Committee’s proposals. 

But the course of events in the next few years was 
such that there was a steady drift from the Fowler 
Committee’s recommendations towards the gold ex¬ 
change standard. The departure from the Fowler 
Committee’s recommendations occurred in the follow¬ 
ing respects : (i) The proposal to start a gold mint was 
abandoned; (ii) Rupees were coined on Government 
account rather freely during this period; (iii) The profits 
on the coinage of rupees were diverted to investment in 
securities in London, the formation of the silver branch 
of the Gold standard reserve, and capital expenditure on 
the railways; (iv) The unlimited sale of council bills, 
sometimes below the gold point, prevented gold from 
flowing into India; (v) The gold in the paper currency 
reserve was used to buy silver for coinage. 


During the crisis of 1907-1908 the rate of exchange 
fell. In order to keep the exchange value of the rupee 
at Ish. 4d. the gold standard reserve and the other ster¬ 
ling resources of the Government of India were utilised 

in a manner that conformed to the 
The Chamberlain exchange Standard rather than the 

Commission gold currency standard. By this time 

the shape of the Indian currency system had emerged 
definitely on the lines of the gold exchange standard and 
the question to be decided was whether India should 
have the gold exchange standard in preference to the 
gold currency standard. In order to settle this problem 
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a Commission was appointed in April 1913, under the 
chairmanship of the Rt. Hon. Mr Austen Chamberlain, 
which reported in February 1914. Its principal recom¬ 
mendations were as follows: (i) The gold exchange 
standard was best suited to India ; (ii) The gold stand¬ 
ard reserve should be strengthened, and for this purpose 
(a, no limit should be fixed to its amount and the profits 
on coinage should be credited exclusively to it, (b) the 
proportion of gold should be raised so that eventually 
one half of the total reserve should be in actual gold, 
(c) the rupee branch held in India should be abolished,' 
the rupees being handed over to the paper currency 
reserve in exchange for gold, and ^d) the gold standard 
reserve should be located in London; (iii) The Government 
should undertake to sell bills in India on London at the 
rate of Ish. 3^3 d. per rupee, whenever required, in case of 
a fall in exchange ; (iv) The paper currency should be 
made more elastic; (v) It would not be to India’s 
advantage to encourage an increased use of gold, and 
gold currency was not necessary for India ; (vi) A gold 
mint was not required for India. 


During the first World War the Indian currency 
system was put to a severe test. The balance of trade 

was highly in favour of India and it continued to be 

so even after the Armistice. At the same time the 
price of silver steadily rose bringing with it an increase 

in the rate of exchange and extraordi- 

system, 

being the danger to the con- 

ver ibility of the note issue which was narrowly averted 
y the Pitman Act. In the midst of this difficult situation 


The Babington- 
Smith Committee 
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the Babington-Smith Committee was appointed in 
May 1919 to consider the best way out of it. The 
Committee, after a careful review of the various aspects 
of the problem, recommended by a majority as follows; 
(i) The gold exchange standard should be given the 
conditions favourable to its functioning; (ii) The 
exchange value of the rupee should be fixed at 2 sh. gold; 
(iii) The obligation of the Government to give rupees for 
sovereigns should be withdrawn ; (iv) The import and 
export of gold should be free from Government control; 
(v) The prohibition on the import of silver should be 
removed, while retaining, for the time being, that on the 
export of silver; (vi) As regards the gold standard 
reserve, a proportion of gold not exceeding one half 
should be held in India; (vii) Council bills should be 
sold by the Secretary of State in excess of his immediate 
requirements, when a trade demand for them existed, by 
a competitive tender, and during periods of exchange 
weakness the Government of India should sell weekly a 
stated amount of reverse councils. These recommenda¬ 
tions were accepted by the Secretary of State and various 
notifications were issued in February, 1920. 

There followed, however, unexpected difficulties. 
With the unpegging of the dollar-sterling exchange rate 
in March 1919 and the resumption of the free market in 
gold, the rupee-sterling exchange rate rose to 2sh. d. 
within three days of the announcement of the 2 sh. ratio, 
and at one time went up to 2 sh. 11 d. The soaring of 
the exchange rate was due to the heavy discounting of 
bills by the exporters and speculative remittances to 
England. In June 1920 the balance of trade turned 
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against India, leading to a heavy fall in exchange. 

The rate which stood at 2 sh. l .id. on June 1 , 1920 ' 

dropped to 1 sh. 8^ d. by the end of the month and then 
recovered to Ish. 10 d. at which it remained till September. 
All the attempts made by the Government to restore the 
rate of exchange to'2 sh. failed, so that at the end of 
September the Government suspended entirely the sale of 
the reverse councils, thereby leaving the exchange 
without support “ to the tender mercies of supply and 
demand.” The exchange at once fell from 1 sh. 10 d. 
to 1 sh. 8 d. reaching 1 sh. 35 d. sterling or 1 sh d. 

gold in December 1921. In 1922 the tide turned. With 

a favourable balance of trade and the various measures 
taken by the Government to raise the rate of e.xchange 
the rupee reached 1 sh. 4d. in January 1923. In October 
1924 it rose to Ish. 6 d. sterling or 1 sh. 4 d. gold and Ae 
Government exerted itself from this date to prevent the 
rate from rising above 1 sh. 6d. sterling. With the resto¬ 
ration of sterlings gold parity in April 1925, the rupee 
was worth Ish. 6 d. sterling as well as gold. Thus the 
events since the report of the Babington - Smith Com¬ 
mittee had taken a turn which prevented its recommend¬ 
ations, particularly the one regarding stabilisation of the 
rupee at 2 sh. gold, from being put into effect. 

Iridian° ^ Royal Commission on 

an Currency and Finance was appointed in 1925 

under the chairmanship of Edward Hilton - Young 

The Hilton - Young Consider proposals for a sound 
Commission Currency system for India. Reiectincr 

as unsuitable both sold mrr ^ f 

gold exchange standards, the Commission rJZlnZ 
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the introduction of the gold bullion standard. The 
essentials of this standard are as follows : (i) The ordi¬ 
nary medium of circulation should continue to be the 
currency note and silver rupee; (ii) Gold should not 
actually circulate, though it is to be the standard of 
value to which the rupee should be linked; (iii) The 
currency authority has a statutory obligation (a) to buy 
and sell gold without limit at rates determined by the 
fixed gold parity of the rupee in quantities of not less 
than 400 fine ounces without restriction of purpose; 

(iv) The sovereign will no longer be legal tender; 

(v) Gold savings certificates redeemable in 3 or 4 years, 

yielding interest, should be issued in order to familiarise 
the standard to the people ; (vi) New notes are to be 
issued which should be made convertible into gold bars 
and not in silver rupees, and the coinage of the rupee 
should be stopped until rupees in circulation are reduced 
to the amount required for small change with the object 
eliminating silver in course of time; (vii) The one 
rupee note should be re-introduced but should not be 
convertible by law into silver rupees; (viii) The reserves 
should be amalgamated and the proportion and composi¬ 
tion of the combined reserve should be fixed by law, 
gold and gold securities forming not less than 40^ 
of the total; (ix) The authority for controlling the 
working of the standard should be a Central Bank or 
the Reserve Bank of India ; (x) The rate of exchange 

should be fixed at 1 sh. 6d. which is the de facto rate.^ 

1 Sir Puishothamdas Thakurdas. a member of the Com¬ 
mission; wrote a dissenting minute in favour of 1 sh. 4 d- 
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In accordance with these recommendations the 
Currency Act of 1927 was passed. By the Act the rate 

of exchange for the rupee was fixed at 1 sh. 6 d. Till 

the establishment of the Reserve Bank, the Government 
of India was to be in charge of the currency system 
and to sell gold or, at its option sterling exchange, in 
quantities of not less than 400 ounces of gold at the 
rate of Ish. 5 ,‘5 d. allowing for the cost of transport of 
gold from Bombay to London. It should also issue 
rupees and notes against gold in the form of bars 

containing not less than 40 tolas or 15 ounces of fine 

gold at the rate of 1 sh. 6 d. per rupee. The sovereign 
was to be no longer legal tender, though the Govern¬ 
ment undertook to give Rs. 13. 5 as. 4 ps. for every 
sovereign received. Thus an approach was made towards 
the gold bullion standard, its full adoption being post¬ 
poned till after the establishment of the Reserve Bank. 
In the meanwhile, the Government could sell sterling 

aS T sold in India, 

and in so far as this was the case the currency system 

was still gold exchange standard. 

The system as introduced in 1927 wa<: in 

until September 20 , 1931, when England went off the 

go d standard. Following England India also went off 

instead of gold at Ish. 6 d. When p sterling 

India was set up this rate was i r ^ Bank of 

was obliged to buy ste finl Tn inH ’ ? 

than 1 sh. 6A d. PerTni/aid'e 1 

delivery in London at a rate not below fsl ‘“madiate 
topee, provtded tbe atnount of sterling in Mb Set ^ 
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not less than £ 10,000. India’s monetary standard thus 
became transformed into the sterling exchange standard. 

On April 8, 1947, the Central Legislative Assembly 
passed a bill to break the statutory link between the 
rupee and the sterling. It was a natural outcome of 
India’s membership of the International Monetary Fund. 
Members of the Fund were to express the par values of 
their currencies in terms of gold, exchange rates being 
determined by the ratios which the par values thus 
expressed bore to one another. Consequently the direct 
statutory link of the rupee with the sterling as laid down 
in sections 40 and 41 of the Reserve Bank of India Act 
was no longer necessary. The sections were accordingly 
repealed and replaced by others by which the rupee was 
linked to the currencies of all the countries in the 
membership of the International Monetary Fund. The 

Reserve Bank of India in future would have the power 

under direction from the Government to buy and sell 
not only sterling but also other currencies. In practice, 
however, it would continue as before to deal in sterling 
only as long as India’s sterling balances remained to be 
cleared and the foreign exchange position continued to 
be difficult. 

The Indian currency system stood the strain of the 
second World War remarkably well. The rupee-sterling 
exchange remained strong at Is. 6 d. unlike during the 
first World War when it weakened. There was, how¬ 
ever, a heavy withdrawal of rupee coin in exchange for 
notes from the Reserve Bank in May and June 1940 as a 
result of the worsening of the war situation in Europe. 
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The acquistion of rupee coin in excess of personal or 
business requirements was penalised from June 25, 1940. 
This was followed by a more satisfactory solution which 
consisted in the issue of one-rupee notes by the Govern¬ 
ment of India through the Reser\'e Bank from July 24, 
1940. These notes are unlimited legal tender, but, unlike 
the one-rupee and 2^ rupee notes issued during the first 
World War, not convertible into coin. Another measure, 
adopted for conserving silver, was the reduction of the 
silver contents of coins. The quarter-rupee, half-rupee 
and one rupee were reduced successively in 1940 to a 
fineness of fifty per cent silver and fifty per cent alloy. 
The new rupees were issued with a new security edge in 
order to prevent counterfeiting. Finally, by an amend¬ 
ment to the Indian Coinage Act passed in April 1947, 
the silver rupee was replaced by the nickel rupee. 

On September 19, 1949 the British Government 
devalued the pound sterling so that the pound-dollar 
exchange rate was reduced from £ l=$4.03to£l = 

$ 2.80. Twenty-four other countries including India 
also devalued their currencies in consequence. India 
took the step largely because her trade interests were 
bound predominantly with those of Britain and the Ster¬ 
ling Area. Devaluation left the rupee-sterling exchange 
unaltered at 1 s. 6 d. but it lowered the value of the 
rupee in terms of the dollar from 30.225 to 21 IT 

cents. 


paper currency system in India dates from the 
Paper Currency Act of ,861. According to the a” Z 
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issue of currency notes was made the monopoly of the 

Government. However, the three 
^Currenc" Presidency Banks had the privilege of 

issuing their own notes payable to 
bearer on demand. But they had only a limited circula¬ 
tion. The notes were issued in denominations of 10, 50, 
lOO, 500, 1000, 10,000 rupees. The country was divided 
into three circles, later increased to seven, and the notes 
were legal tender and convertible into rupees in the 
currency oflBces in their respective circles. In 1891 the 
five rupee note was introduced, and by 1910 the notes 
were made legal tender throughout the country. 


Until 1920 the paper currency reserve was regulat¬ 
ed on the British model of 1844, viz. the fixed 
Fiduciary Reserve System. Before 1914 the maximum 
reserve in the shape of securities was 14 crores, of which 
10 crores were securities of the Government of India 
and 4 crores sterling securities in England. The rest of 
the reserve consisted partly of silver coins and partly of 
gold coin and bullion. A certain proportion of the 
gold was held in London, and all the coined rupees were 
held in India. The total note issue before 1914 
amounted to Rs. 66.12 crores. During the first World 
War the note issue rapidly increased, reaching Rs. 180 
crores at the end of 1919. A great deal of the increase 
was made against the sterling securities, viz. British 
treasury bills which were transferred to the Secretary of 
State in payment of war expenditure incurred by the 
Government of India on behalf of the British Govern¬ 
ment. In September, 1919 the maximum permissible 
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Sduciary reserve was Rs. 120 crores, of which Rs. 100 
crores were in British treasury bills. 

On the recommendation of the Babington - Smith 
Committee the proportional reserve system was adopted 
The Paper Currency Act of 1923 fixed the metallic reserve 
against notes at 50%. It also authorised the issue of 
emergency currency during the busy season up to Rs. 5 
crores—raised to Rs. 12 crores in 1923—as a loan to the 
Imperial Bank against inland trade bills or hundis. 


The issue and management of paper currency were 
transferred to the Reserve Bank of India when it was 
started in 1935, The Reserve Bank notes were first 

issued to the public in January 1938, the notes initially 
issued being of the following denominations : Rs. 5 ^ 
Rs. 10, Rs. 100, and Rs. 1000. Denominations of 
Rs. 50 and Rs. 500 were not issued. The existing 
Government currency notes were to be eventuallj 
replaced by bank notes. The old separate gold stand¬ 
ard and paper currency reserves were amalgamated into 

one currency reserve and transferred to the Reserve 
Bank s Issue Department. The metallic reserve against 

rold^rriH b consis?ng o 

goia com, gold bulhon or sterling secnn'iiVc ^ 

of gold coin and bnlUon 

crores in value. The amonn ^0 

Government of India should not 

might be held in rnpee coin, comme^ciarMk 

the gold ahoEld be heM t In^ '? 

neia in India. Under certain 
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conditions the bank might reduce the gold reserve below 
40%, in which case a tax was payable on the deficiency. 

Banking 


From very ancient times indigenous bankers have 
carried on banking business, their principal credit 
instrument being the hundi. Older than banking in 
Europe, Indian indigenous banking flourished during the 

Moghul period in spite of the distur- 

'baifke*s** bances caused by the early Moham¬ 
medan invasions. Indigenous bankers 
carried on various functions such as accepting deposits, 
advancing loans, acting as state financiers and mint 
officials, changing money, dealing in hundis and financ¬ 
ing trade. They were patronised by the East India 
Company for a time, but towards the close of the 18th 
century they were adversely affected by various circums¬ 
tances, such as political disorder in the country, the 
competition of the European Agency Houses in Calcutta 
and Bombay, the establishment of the Presidency Banks, 
and the introduction of a uniform currency unit which 
took away mUch of their business of money changing. 
Despite these and other difiSculties, they have survived to 
this day and continue to render useful service, especially 
to the rural community by supplying most of the credit 
needs of the agriculturist, the small artisan and the 
petty trader. He accepts deposits, which, however, are 
not operated by cheques, and deals in hundis. His 
contact with the European or Jointstock Banks is 
small. While operating ordinarily with his own funds, 
in the busy season he borrows additional funds from the 
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Jointstock 

Banks 


Imperial Bank or other banks by having his hundis 

discounted or on the security of promissory notes or 

goods. Since the establishment of the Reserve Bank, 

attempts have been made to bring the indigenous bankers 

within the purview of the Reserve Bank, but without 
success. 

The European system of banking may be said to 
have started in India with the setting up of the Agency 
Houses in Calcutta, which had a banking side attached 
to their main business of commerce. The first purely 

banking institution on European 
lines to be started was the Bank of 
Hindustan, promoted by Messrs, 
exander & Co. In the commercial critis of 1829-1832 
the Agency Houses were ruined. The Union Bank which 

^8 disappearing in 

1848. The growth of banking was slow untU the 

recognition of the principle of limited liability for the 

first tune in 1860. Progress was retarded in the sixties 

y t e financial crisis in Bombay, resulting from the 

cotton boom and the fall in the exchange value of the 

mpee. After 1905 there was a sttaulus given by he 

oHoiSm S •be^a„h4°or't 

^ei in eh!!*; ““P-i.nce of the 

During the first World War thra u , • 

was greatly strengthened, and it Lot ade^°^^^ 

received a stimulus during ^ failures of the past. It 

us during the post-war boom, followed 
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by a set-back during the depression of 1923, when 
there were many bank failures. On the basis of a 
comprehensive enquiry into the banking system of the 
country as a whole, made by the Central and Provincial 
Banking Enquiry Committees in 1929-31, various 
measures have been devised to co-ordinate and re¬ 
organise the banking system, especially after the 
establishment of the Reserve Bank of India. 


In view of the numerous bank failures since the 
crisis of 1913-14, the Central Banking Enquiry Com¬ 
mittee recommended the passing of a special Bank 
Act, since the Indian Companies Act of 1913 was 
inadequate for regulating banks. The amended Indian 
Companies Act of 1936 included some additional 
provisions for regulating banking companies. Follow¬ 
ing the banking crisis in South India in 1938, the Reserve 
Bank proposed, in 1939, a scheme for a comprehensive 
Bank Act which could not be taken up on account of the 
war. Finally in 1949 the Banking Companies Act was 
passed bringing the banking system under strict regula¬ 
tion so as to safeguard the interests of the shareholders 
and to increase the powers of the Reserve Bank. 


The idea of a central bank for India was mooted 


nearly a century ago- The East India Company 
established the Presidency Banks at the three Presidency 
towns - at Calcutta in 1806, at Bombay in 1840 and at 

Madras in 1847-for meeting the bank- 
Imperiai Bank . India’s trade as well as 


its own banking requirements- A proposal to start a 
great All-India Bank, made in 1836, came to nothing. 
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The attempt to amalgamate the three Presidency 
Banks made in 1867 also failed, largely owing to jealousy 
among the banks. Since then the question of establish¬ 
ing a central bank had been discussed from time to time, 
but its urgent necessity was not realised until the bank 
failures of 1913—1914 and the first World War. 

By the Imperial Bank Act of 1920 the three 
Presidency Banks were amalgamated to form the Imperial 
Bank of India, which was set up in 1921. It was invest¬ 
ed with limited central banking functions. It established 
a hundred new branches in accordance with its agree¬ 
ment with the Government of India and performed the 
function of controlling credit through the bank rate. 
Since the establishment of the Reserve Bank, it has 
become the leading commercial bank in the country. It 
is at the same time the sole agent of the Reserve Bank 
and as such it is subject to certain restrictions. For 
example, it cannot advance loans for more than 6 months, 
dr against the primary security of immovable property. 
On the other hand, it is free from many old restrictions 
to which it had been subject when it acted as the central 
bank. It has 165 branches, more than any other bank 
m India. There are 8 local head offices, one at each of 
the Presidency towns. In addition to the Central 

Board of Directors there are three local Boards, one at 
each of the local head offices. 

The Hilton-Young Commission recommended that, 
instead of the Imperial Bank, a new Central Bank 
ou e established. Sir Basil Blackett introduced 
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his first Reserve Bank of India Bill in 1931. That bill 

The Reserve Bank successot had to be aban¬ 

doned owing to serious differences of 

opinion regarding the ownership of the bank and the 
composition of the central and local boards. Finally, 
on the recommendations of the Round Table Confe¬ 
rence, the Reserve Bank of India Act was passed in 
1934 and the bank formally inaugurated on April 1, 
1935. 


The Reserve Bank was a shareholders’ bank, with 
a capital fully paid up of Rs. 5 crores divided into 
shares of Rs. 100 each. It opened local head offices at 
Bombay, Calcutta, Madras, Delhi and Rangoon. It 
was required to establish a London Branch. The 
general management of the bank was entrusted to a 
central board of directors consisting of 16 members— 
the Governor and the two Deputy-Governors appointed 
by the Governor-General in Council after considering 
the recommendation of the central board, four directors 
nominated by the same authority to represent the 
general tax-payer and the important economic interests 
in the country, eight directors elected by the share¬ 
holders, and one Government official. The local boards 
advised the central board. No director of the central 
board or of a local board could also be a member of 
the central or provincial legislature. 


As regards functions the Reserve Bank was given 
all the functions proper to a Central Bank : acceptance 
of deposits without interest, re-discounting of bills of 
exchange and promissory notes endorsed by the scheduled 
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banks or by provincial co-operative banks, the purchase 
and sale of sterling, the monopoly of note issue, the 
purchase and sale of securities, etc. The Bank was 
divided into two departments like the Bank of England: 
the Issue department and the Banking department. It 
established a special Agricultural Credit department. As 
the controller of the monetary system it took measures 
to organise the money market and the banking system 
on a sound basis and into a well-knit whole so as to 
make its policy effective. Though these have been largely 
successful, a great deal still remains to be done. 

By the Reserve Bank of India (Transfer to Public 
ownership) Act, 1948, which came into force on January 
1, 1949, the Reserve Bank was nationalised. All shares 
in the capital of the Bank were taken up by the Govern¬ 
ment on payment of compensation to the shareholders 
partly in cash and partly in promissory notes bearing 
interest at 3 per cent. The central board was to 
consist of a Governor, two Deputy Governors, and ten 
directors all nominated by the Government instead of 

twelve directors—eight elected and four nominated—as 
formerly. 

In 1940 there were in all 20 Exchange Banks in 
India. They had their head offices abroad and operated 
m India through branches. The most important are 
ntish banks. The Exchange banks fall into two 
mam categories ; (i) those doing considerable business 

Exchange Banks ™ India having 25% or more of their 

•R 1 r T . in India, like the National 

Bank of India or the Chartered Bank of India, 
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and (ii) those which are merely Agencies of large 
banks doing business all over Asia, having less than 
25% of their deposits in India, like the Yokohama 
Specie Bank or the Bank of Taiwan. Indian jointstock 
banks do little foreign exchange business owing to 
inadequate capital, absence of branches in foreign 
countries and competition of foreign Exchange Banks. 
The first Indian Exchange Bank was opened in London 
under the aegis of the Central Bank of India, but it was 
later amalgamated with Barclay’s Bank in London. It is 
important that foreign exchange business should be 
done more and more by Indian banks, and to this effect 
several useful recommendations have been made by the 
Central Banking Enquiry Committee. 


Other Banks 


Other types of banks include the co-operative banks, 
land mortgage banks and post office savings banks. 
The first two have been treated in detail elsewhere'. As 

regards the post office savings banks 
they were started in all parts of India 
in 1882-83. They numbered 12,109 in 1938-1939. Since 
1917 the post office has been issuing also postal cash 
certificates and thereby mobilising the savings of the 
people. 


While banking has grown considerably in recent 
years, there is yet vast scope for its development in view 
of the size of the country and the expansion of Indian 
economy. 


1 Ch . 7 



Chapter XXVIII 

Finance 

Till the first World War the Central Government 
was the only taxing authority so that there was only one 
budget for India as a whole. Since that war there has 
taken place an almost complete separation of provincial 
from central finance. While some fifty years ago the 
most important source of revenue was land revenue 
now other sources like customs and income tax have 
become more important. A few sources like the duty 
on opium have become insignificant. Further, railways 
are nowadays expected to contribute towards general 
revenues, instead of being a drain on them, in normal 


The principal central heads of revenue are customs 
income-tax salt tax and tax on opium. Import duties 
were levied for centuries in India. In 1882 however 
practically all the import duties were abolished, but thev 
were restored in 1894. Till 1914 the duties were low and 

Central Revenues ^^iform in accordance with the princi- 

pie of free trade. After 1914 extensive 
changes took place in the import tariff. The duties 

e. From 1924 the import duties were levied not 
only for revenue purposes but also for granting nrntpo 

..on to industry. ,532 pri„of;i:" 7 ire“S 

“iLe/fbe Its7 r 

arUcIes subjec. ,0 fairly heavy duties, amoun.tagT^I 
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cases to 75%, was considerably expanded in recent years, 
the more important articles on the list being cotton 
piece-goods, railway materials, sugar, matches, motor 
cars, cinema films, watches, silk piece-goods, tobacco, 
petroleum, silver, liquors etc. 

Export duties had been levied at 3% on practically 
all exports till 1860. But during the period 1860-80 
they were abolished on most articles. The export duties 
of any importance at present are those on jute and jute 
manufactures and on rice. 

The revenue from customs duties increased after 
the war of 1914-1918. Whereas it stood Rs. 11.13 
crores in 1913-1914, it amounted to Rs. 45.88 crores in 
1939-1940, after allowing for the loss of revenue owing 
to the separation of Burma, and to Rs. 104 crores in 
1950-51. Reliance on customs duties as a source of 
revenue has been increasing in recent times. 

The income tax was adopted on a permanent 
basis from 1886. The pre - war yield of revenue from 
income lax was only Rs. 3 crores, but as a result of 
successive increases in the rates, the yield has grown con¬ 
siderably, being Rs. 129 crores in 1950-51. A scale of 
progression was introduced in the income tax in 1916. 
A progressive super-tax was also levied on incomes of 
Rs. 25,000 a year and above. By the Income Tax 
Amendment Act of 1939 the “ slab ” system was adopted. 
According to it progressive rates were applied to 
successive slices of income as against the previous step 
system by which the tax was charged at the same rate 
on the whole income, the rate rising with the income. 
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The British Government inherited the salt revenue 
from its predescessors together with a number of transit 

dues. While the latter were abolished in 1843, the salt 

duty was retained. Its rate was raised to Rs. 2 per 
maund in 1882 and Rs. 2 - 8 as. per maund in 1888. 
After 1903 the rate was lowered. It stood at Re. 1-4 as. 
per maund or Re. 1 - 9 as. inclusive of the surcharge 
levied in 1931. Being a tax on a neccessary of life, it 
was unpopular, and there was a wide demand for its 
abolition. After much delay and hesitation the dutv 
was abolished in 1949, the loss of revenue involved 
being over Rs. 8 crores per year. 

An annual revenue of about Rs. 8 crores was 
hllT t T agreements made 

between India and China in 1907 and 1911, the export 

of Indian opium to China was progressively reduced with 

a view to help China to overcome the opium habit. In 

1926 It was announced that thereafter there would be 

no export of opium at all except for medicinal purposes. 

Ihe revenue from opium now amounts to about half a 
crore of rupees. 

The Provincial heads of revenue are chiefly land 
r venue, excise and other sources. The state in India 
has claimed land revenue from the cultivators from very 
ancient times. According to Manu, the king’s share was 

J of the gross produce and in times of 

war Land revenue was paid in kind 

but payment in cash was gradually’ 
introduced, especially in the Muslim period. DLil the 

Moghul penod no fundamental changes took place 


Provincial 
Revenues 
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All that was done was to systematise land revenue and 
to maintain regular records of it. The work of Akbar’s 
able finance minister Toder Mul in this connection 
deserves special mention. The Government’s share was 
fixed at of the gross produce. During the later stages 
of the Moghul empire, revenue farming made its 
appearance. In the British period various kinds of 
tenure and settlement came into existence, each 
influencing land revenue in one way or another. The 
total yield from land revenue was Rs. 44 crores in 
1950-51. 

Excise revenue is obtained from the sale and 
manufacture of intoxicating liquors, hemp, drugs, opium, 
etc. The major portion of the revenue is derived from 
country liquors. In 1950-51 a sum of Rs. 42 crores 
was collected by way of excise. The adoption of a 
policy of prohibition since 1937 has led to a heavy 
decline of excise revenue as a whole. 

Other sources of revenue include judicial and 
commercial stamps, registration fees, forests and the 
scheduled taxes like the entertainment tax. Since the 
introduction of provincial autonomy in 1937, some 
provinces have levied new taxes, such as the sales tax^ 
the employment tax, the immovable property tax, etc. 
Among these the sales tax has proved a very productive 

source of revenue. 

Public expenditure in India, both central and 
provincial, has grown rapidly since 1900. This increase 
in expenditure is in line with the growth of expenditure 
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countries in recent times. Leaders like 
O. K. Gokhale attributed a large part of the increase in 

Public expenditure to the maintenance of 

Expenditure costly British services at the expense of 

nation-building services. The war of 
914-1918 added to the public expenditure enormously. 
Ihe military expenditure, which already stood at a high 
level of Rs. 29.89 crores before the war, shot up to 
Rs. 67.38 crores in 1920-1921. After that year it was 
brought down successively to about Rs. 45 crores 
During the second World War the Defence expenditure 
again rose very sharply reaching Rs. 243.77 crores in 
1946-1947. It amounted to Rs. 168 crores in 1950-51. 


The expenditure on civil administration has also 

been very large, giving rise to the complaint that Indian 

administration is one of the most expensive in the 

world The constitutional reforms, far from minimising 

expenduure under this head, have made large additions 
to administrative expenditure. 


While on the one hand there is undoubted need of 
rigorous economy in both mihtary and civil expenditure 
there is on the other an urgent necessity for the expan¬ 
sion of expenditure on the nation-building departments 
such as education, agriculture, industries, irrigation etc.’ 
in o rder to give the people a better standard of living 


In order to cope with the budget deficits in the post¬ 
war penod various economies were effected on the lines 

192Tf923"^ r: Commhterof 

922-1923. They helped to restore budget equilibrium 
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after 1923-1924, During the world economic depres¬ 
sion budget deficits arose again owing to the heavy fall 
in revenue under several important heads, like customs 
and income tax. In order to cover these deficits heavy 
additional taxation was imposed. The budget position, 
which improved as a result, again relapsed into a deficit 
in 1936-1937 and also later during the trade recession 
of 1938-1939. Further budget deficits occurred during 
the second World War, and they were met partly by 
additional taxation and partly by borrowing. 


The public debt in India dates back to the wars of 
the East India Company. The public debt, taken over 
by the Government of India from the East India Com¬ 
pany, was all unproductive. Since 1867 there has been 


Public Debt 


an increase in the productive debt 
incurred in connection with the cons¬ 


truction of railways, irrigation works, etc. During the 
first World War funds were borrowed in India, though 
the greater part was raised in England. The success 
which attended the policy of borrowing in India led the 
Government to do most of its borrowing thereafter in 


India itself. 


In 1944-1945 the total public debt amounted to 
Rs. 1819.02 crores, of which Rs. 34.10 crores was 
sterling debt in England and Rs. 1784.92 crores rupee 
debt in India. The sterling debt has rapidly declined 
from Rs. 512.15 crores in 1934 following the repatriation 
of sterling debt, particularly during the second World 
War thanks to the large sterling assets acquired by the 
Reserve Bank of India. On the other hand the rupee 
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debt has risen since 1934 from Ks. 613.09 crores to 
Rs. 1784.92 crores in 1944-1945. 

From 1833 to 1871 the Government of India had 
all the financial powers and controlled the minute 
details of provincial expenditure. Lord Mayo initiated 
a policy of decentralisation by introducing the system of 
“Provincial Settlements” in 1871. Under it certain 

Financial heads of expenditure, which were local 
Administration character, Were transferred to the 

provinces. In order to manage these 
the provinces were granted, in addition to the depart¬ 
mental receipts, annual fixed lump sum grants, the 
deficiency, if any, being met by local taxation, ’jhis 
system of decentralisation was improved and extended 
successively in 1877, 1882, 1904 and 1912. Before 1919 
the position stood as follows : the Central Government 
kept for its use alt the revenues which could not be 
allocated or traced to any province. These were 
the imperial heads of revenue, such as opium, railway, 
customs, salt, posts and telegraphs. The Provinces 
obtained the revenues from the following sources which 
were wholly provincial, like forests, excise, registration 
departmental receipts from sueh provincial departments 
as education and law and justice. Besides, there was 
another class of divided heads of revenue shared 
between the centre and the provinces, such as land 
revenue, income tax, excise, irrigation and stamps. 

As regards expenditure, there was a division 
between the central and provincial expenditure, the 
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expenditure on famines, however, being a common item 
shared between the centre and the provinces. 

After the reforms of 1919 which ushered in finan¬ 
cial autonomy, revenue and expenditure were allocated 
as follows : (i) imperial heads of revenue : opium, salt, 
customs, income tax, railway, posts and telegraphs, and 
military receipts; (ii) provincial heads of revenue: land 
revenue (including irrigation), stamps (judicial and com¬ 
mercial), registration, excise, and forests. The divided 
heads of revenue were abolished. This allocation to¬ 
gether with the provincialisation of some heads, like land 
revenue and stamps, led to a large central deficit. The 
Meston Committee, which was appointed in 1920 to 
examine the question of meeting this deficit, proposed a 
scheme of provincial contributions to the central 
exchequer. The Meston settlement was unpopular and 
there was a clamour for the abolition of the contribu¬ 
tions. As the central Government finances improved, 
substantial reductions were granted from 1925-1926 
until 1928-29, when the provincial contributions were 
completely abandoned. Nevertheless, the provinces 
complained that with stationary needs the central 
Government had elastic sources of revenue, like income 
tax and customs, whereas the provinces, with rapidly 
expanding needs, were given relatively inelastic sources 
of revenue, like land revenue and excise. Eventually the 
provinces obtained a small share in the income tax. 

Under the constitution of 1935 the important 
question of distribution of revenue between the Centre 
and the Provinces which were to become the units 
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of the proposed Federation was carefully considered 
by various committees and commissions. In the 
light of the findings of these bodies the following 

Ac7r93? Government of India 

11 ^ u' Federal Government was to levy and 

collect the following duties and taxes: (i) dudes in 

than agriculturll 

and (II) stamp duties in respect of bills of exchange 

credit, policies of insurance, proxies and receipts 

Lr goods and passengers carried by 

freights railway fares and 

w " proceeds of these duties and taxes 
were to be distributed according to certain principles 

they have been levied. The federal legislature could tvv 

proceeds'"for" felTa^''"' appropriate the 

P oceeds lor federal purposes. Taxes on income 
(excluding corporation taxes) other than agricultural 

Fedeml r" -“-ted by the 

wafto h ^ P^^tientage of the net proceeds 

states provinces and the federated 

duties were to be levied and collected by the F^dem 
Government. The federal legislature Lfh! llsl ' 
aw providing for the payment to the provinces of 
sums equivalent to the whole or part of the net proceeds 
from such duties out of the federal revenuL a 

least one half of the net proceeds was to b?°" 

to the jute-growing provinces in proportion "to^ the 
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respective amounts of jute grown in them* Restrictions 
were placed on the federal legislature so as to secure 
that the provincial share of tax revenue was not reduced 
without sufficient reason. 

The Secretary of State appointed Sir Otto Niemeyer 
to conduct the financial inquiry, contemplated in the 
Government of India Act 1935, for laying down the 
terms for the financial settlement between the Central 
and Provincial Governments with special reference to 
the division of the income tax. According to the 
Niemeyer report financial assistance was to be given to 
the provinces in three ways: (i) by an annual cash 
subvention to certain provinces like the United provinces, 
Assam, Orissa, the North-West Frontier Province and 
Sind, (ii) by cancellation of the net debt incurred 
prior to April 1st 1936, and (iii) by distribution of a 
further MU of the jute duty to the jute-growing 
provinces of Bengal, Assam and Bihar. Orissa was to get 
a further non-recurrent grant of Rs. 19 lakhs and Sind 
Rs. 5 lakhs. The assignment of income tax to the 
provinces was as follows : on the basis of a net yield of 

Rs. 12 crores a year after the separation of Burma, the 

provinces were to get half of the amount, but for the 
first five years it would have to be retained by the 
centre in order to consolidate its financial position. 
During the next five years, it would be made availab e 
to the provinces gradually, so that after ten years the 
provinces would get it fully. Under certain special 
circumstances the proceeds of the income tax might not 
be distributed among the provinces. The Central 
Government began to transfer to the provinces a portion 
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of the income tax under the Niemeyer award in 1937— 
1938. Latterly the provinces have obtained a rather 
substantial share of the income tax. In 1940 an 
alteration in the Niemeyer formula for assignment of 
provincial shares of income tax was made. According 
to it the railway contribution was altogether excluded 
from the calculation of the sum available for the pro¬ 
vinces. The arrangement, however, was not unfair to 
the provinces. 

In consequence of the partition of the country it 
became necessary to reallocate the shares of revenue 
among the States of the Indian Union and also to 
determine the grants payable under Article 273 of the 
new Constitution to the provinces previously sharing the 
jute export duty. The matter was referred for inquiry 
to Mr. C. D. Deshmukh in November 1949. His 
recommendations, known as the Deshmukh Award, 
were accepted by the Government and they took effect 
from April 1, 1950. According to the award, the lapsed 
percentages of the parts of provinces now in Pakistan 
were reassigned among the States of the Indian Union 
with consequent modification of their shares under the 
Niemeyer Award. The grants-in-aid in lieu of the share 
in the jute export duty for West Bengal, Assam, Bihar 
and Orissa were also fixed. The Deshmukh Award was 
to be in force till the question was reviewed by the 
Finance Commission, 

The principal sources of income for local authorities 
fall under 4 heads: (i) taxes on trade, for example. 
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octroi duties, terminal taxes and tolls (ii) taxes on 


Local Finance 


property, for example, taxes on houses, 
and house sites, and in rural areas the 


cess on lands (iii) taxes on persons, for example, on 
professions, trades and callings, on pilgrims, on menials 


and domestic servants (iv) fees and licences, such as 


scavenging fees, licence for music, vehicles, and animals. 


The income of municipalities is derived mainly 
from rates and taxes which account for about two- 
thirds of the total municipal revenue, the remainder 
being obtained from municipal property, contributions 
from provincial revenues and miscellaneous sources. 
The heaviest items of expenditure are conservancy and 
public works, water supply, drmnage and education. 
Municipalities are often unable to meet their expendi¬ 
ture out of ordinary revenues, and borrow either from 
Government or from the open market for large projects 
in connection with water supply and drainage. 


The rural authorities get their income chiefly from 
a tax or cess levied on the annual value of land and 
collected with the land tax, which is often supplemented 
by taxes on companies and professional men and . by 
tolls on vehicles. They also get subventions from 
Provincial Governments in the form of capital sums for 
works of construction. Other sources of revenue are 
civil works and miscellaneous heads. Their main items 
of expenditure are education, civil works, sanitation, 
hospitals etc. 

Local finance has assumed greater importance 
since the transfer of local self-government to ministers. 
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The wide range of functions assigned to Munici¬ 
palities, District Boards and Panchayats makes their 
resources utterly inadequate. The Taxation Inquiry 
Committee made various suggestions for increasing the 
revenues of the local authorities. The Bombay Local 
Self-Government Committee, 1940, while emphasising 
the recommendations of the Taxation Inquiry Com¬ 
mittee, added proposals of its own so as to place in the 
hands of the local authorities sufficient revenue to meet 
their enlarged responsibilities. 



Chapter XXIX 

Transport 

Till the middle of the nineteenth century the means 
of communication in India remained meagre and poor. 
Roads were few and those that existed were often mere 
tracks worn out by village carts. Wheeled traflSc was 
almost impossible in the rainy season. In many parts 
of the interior access was possible only through pack 
animals led by caravans or labans. Moreover, there 
was little safety on the roads, as they were infested by 
Thugs and Pindaris. 

Roads 

Under the East India Company little interest was 
evinced in the construction of roads. However, from 
time to time individual administrators gave attention to 
the development of a good road system. Lord 
William Bentinck stressed the need of a highway linking 
the north of India with Bengal. Eventually the Grand 
Trunk Road connecting Peshawar with Delhi and 
Calcutta was constructed. During the time of Lord 
Dalhousie a new era in road making was ushered in. 
A Central Public Works Department was created, 
followed by similar departments in the Provinces which 
took the place of the old military boards. The 
development of roads was also stimulated by the 
growth of the railways which required them as feeders. 
It received further encouragement from the progressive 
policy of Lord Mayo and Lord Ripon regarding local 
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self-government. Thus there was a great deal of 
activity in road building during the last hundred years. 

There are at present four great trunk roads from 
Khyber to Calcutta, from Calcutta to Madras, from 
Madras to Bombay and from Bombay to Delhi 
respectively. Of these the first is known as the Grand 
Trunk Road. Their total length is 5000 miles, out of 
95,054 miles of metal roads in British India in 1943. 

South India is better provided with subsidiary roads 
than some regions in North India, like Rajputana, Sind, 
parts of the Punjab, Orissa and Bengal. The chief 
difficulties to the extension of roads in these areas are ; 
aridity, thin population, unbridgeable waterways, diffi¬ 
culties of terrain and lack of suitable road material. 

■w- d were in 1943 in British 

India 21,414 miles of kachcha or unmetalled roads. 

In 1943 at a conference of the Chief Engineers of 
various Provinces and States held at Nagpur, a plan of 
road development involving the improvement of the 
existing road systems and the construction of 400,000 
miles of new roads was drawn up. Under this plan, 
which came to be known as the Nagpur plan, the Central 

Government undertook the responsibility for constructing 
and maintaining the national highways outside the 
states as from April 1, 1947. The Provincial Govern¬ 
ments and the States also agreed to make their own 

respective contribution to road development under the 

plan. The actual progress, however, has been rather 

^ number of difficulties in 
connection with acquisition of land, obtaining road 
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machinery, steel and cement, supply of technical per¬ 
sonnel, railway facilities for transporting road materials, 
and finance. 

As regards village roads and humbler district roads 
there has been not only no progress but actual deterio¬ 
ration owing to the increase in traffic of money crops, 
growing population, and more travel. The poor 
condition of the roads maintained by local bodies is 
due partly to their limited resources and partly to 
administrative inefficiency. This has led to a suggestion 
by Sir Kenneth Mitchell that such roads should be 
transferred from local bodies to expert provincial high¬ 
way departments. 

In spite of the extension of roads, there is yet a 
great need for more roads. The need is especially great 
from the point of view of agricultural marketing. As 
the Agricultural Commission observes, “Transportation 
is an integral part of marketing, and modern commercial 
development tends everywhere to enhance the value 
and importance of good road communication.” 

With the growth of roads, there arose competition 
between them and the railways. The latter took various 
measures to meet road competition such as railway 
omnibus services, sentinel coaches and shuttle trains, 
time table adjustments, cheap return tickets, third class 
zone season tickets, special terms for marriage parties, 
special trains at concession rates, greater publicity, 
faster passenger trains and improved amenities for 
lower class passengers. But the real solution lay in the 
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proper coordination of road and rail transport. In 
pursuance of the Mitchell—Kirkness report (1932-1933) 
and the resolutions of the Road-Rail Conference con- 

J^ailway Act was amended in Septem- 
Der 1933, empowering railways to run motor services 
along with rail transport. A Transport Advisory Council 
consishng of the provincial ministers in charge of roads 
or their representatives with one or two council advisers 
was also constituted in 1935. Its function was to lay 
down a road policy for the provinces on the basis of the 
coordinated development of road, rail and other forms 
o transport. A further step in transport coordination 
was the establishment in 1937 of a new Central Depart¬ 
ment of Communications which, since 1947, has been 

placed under a separate minister. This ministry now 
ontrols railways, post and telegraphs, civil aviation, 
broadcasting, meteorology, roads, ports and inland 
navigation in accordance with a coordinated policy. 

Canals 


Unhke other countries India is not favoured with 
natural waterways. Peninsular India with its rugged 
mountainous territory is specially poor in facilitieffor 

Tn? except in the coastal areas. In North 

India, however, greater facilities are available with the 

aoTri? natural highways 

that the°“ It is estimated 

Pakistan prwide about 26,000 miles of navigable 
and^^hT^utlei ^he"'C^ tributaries the Chenab 

Erahn=apu,ra are navigable by steamers for ho'ndreds of 
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miles above their mouths or above the heads of navi¬ 
gable canals traversing their deltas, throughout the year 
or the greater part of it. On the other hand the rivers in 
the Peninsula do not lend themselves to navigation like 
the Narmadah and Tapti, or are navigable only in their 
upper reaches with restricted traflBc like the Mahanadi, 

the Godavari and the Kistna. Besides, all 
coast facilities for water transport are available along 
the innumerable small rivers, creeks and ac wa ers, 
which are used by small indigenous craft. 

There was a large volume of river traffic in ffie 

Mauryan period and also in the Moghu ' 

the bank of the Ganges, for example, flourished Mirz^P 

and other towns which were great centres 
between central India and Bengal. Inland navigation 
was adversely affected by the advent of the /ailways. 
The Industrial Commission observed that the vested 
interests of the railways prevented waterways m India 
from receiving the attention given to them in other 

countries. The Acworth Committee 

view citing the example of the river port of Broach 

Bombay and the Buckingham canal m 

support. An ambitious scheme ^ ” 3 

was prepared by Sir Arthur Cotton and submitted to a 

Parliamentary Committee in 1872. But 
partly because it involved enormous expenditure and 
partly because Englishmen could not be persuaded to 
Lpport a scheme of canals in India in view ^the 
experience in their own country which was in 
the railways rather than the canals. The sche 
also opposed by the railways. 
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The construction of navigable canals seemed 
especially attractive during the period when the railways 
were running at a loss, but with the commencement of 
railway profits early in the present century the enthu¬ 
siasm for inland waterways practically died out. There 
are a few navigable canals today, such as the Ganges 
canal from Hardwar to Kanpur and the Buckingham 
canal parallel to the east coast in Madras. The 
numerous irrigation canals are mostly unsuitable as 
waterways as it is difficult to combine the two types of 
canals. 

Despite the physical limitations on the extension of 

inland navigation in India, there still remains much 
scope for it. The Industrial Commission proposed the 
formation of a Waterways Trust to explore the possi¬ 
bilities in this direction. The need for regulation 
development and control of the rivers and waterways 
through Provincial and Inter-provincial Commissions 
was emphasised by the National Planning Committee in 
1938. The Central Waterways Irrigation and Naviga- 
Pon Commission has made an exhaustive investigation 
into the question. Since the major rivers pass through 
several States, a central authority is called for to settle 
inter-State disputes over the utilisation of the waterways. 
Due priority is given in the Five Year Plan to inland 
waterways in the numerous multi-purpose river projects. 

Railways 

The construction of railways in India was contem¬ 
plated only some time after the opening of the railways 
in England. In order to test their applicability to 
eastern conditions sanction to build railways was given 
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as a tentative measure in 1845 to three private com¬ 
panies viz., the East Indian Railway Company, the 
Great Indian Peninsular Railway Company and the 
Madras Railway Company. But systematic railway 
construction on an extensive scale dates from Lord 
Dalhousie’s great minute of 1853. In it he dwelt upon 
the great social, political and commercial advantages of 
linking the chief cities by rail and recommended a great 
scheme of trunk lines which would connect the 
Presidencies with each other and the inland region with 
the chief ports. His proposals found favour with the 
Directors of the East India Company who approved of 
them readily in view of the experiences of the Mutiny. 
By the end of 1859 eight English companies had been 
entrusted with the task of constructing nearly 5000 miles 
of line. 


We may distinguish four main periods in the 
history of railways in India: (1) 1850-69 ; the Old 
Guarantee System, (2) 1869-1879: the State Railway 
System, (3) 1879-1924; the New Guarantee System, 
(4) 1925-1954: the Present System. 


Private capital was not available in India for railway 
construction and foreign capital could not be attracted 
without the guarantee of a minimum return on the 
capital to be invested. In these circumstances the 
Government decided to give a financial guarantee to 

the railway companies in 1850. The 
The Old guarantee system may be described 

Cuaranwe ^Sy**"* follows: “ The guarantee which is 

* " for a term of 99 years applies to 

all moneys paid by the companies into the Government 
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treasuries and expended with the sanction and 

Government. The net receipts from 

If they amount to less than the sum due 
guaranteed interest such an addition is made to 
them from the revenues of India as makes up that 

added ,0 .he dividend of ,he shareh’oidell Ind Se'^her 

pa d bvS“’ aams previously 

paid by Government on account of the deficiencv in tu 

guaranteed interest: if the receipts do not reLh the 

amount paid for working and maintaining the rallwly 

he deficiency is chargeable against the- n 

interest. If at any time the whole of the money^S^bv 

discharged, the compan arfenSd s'o'Ur^n 

the ease, to the whoie of the profi“.’ Th? 

SLfn'g 'mS “rir rr= 

Sd p"ayabrar2r^ '"eJ ^ 

surplus profits earned^by'^lhr com^STT^ 
sums advanced by the Government to make told 

distributed among the shareholde^, (4) rese^vlt f 
^rtain powers of supervision and contrT h f 

ment of staTcsropTort^thTG^^^^^^^ 
the lines after 25 or 50 years on prescribed 

The guarantee system r 

or criticism from ah ^sjs, “l^r Ih^ i 
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then Governor-General, in an able minute to- 
the Secretary of State in 1869 urged its abandonment. 
The principal defects that were pointed out were as 
follows: (1) double supervision both by the Govern¬ 
ment in England and the Government in India with 
consequent evasion of responsibility, little scope for 
discretionary power, and friction between authorities; 
(2) the danger of unlimited liablity in respect of in¬ 
terest as the lines were extended without limit; (3) want 
of economy in construction since there was an assurance 
of guaranteed interest under all circumstances; (4) sacri¬ 
fice of highways by Government in a system of 
company ownership and management of railways; 
(5) throwing away of railway profits; (6) loss of 

efficiency in construction when the Government rest¬ 
ricted expenditure on the railways and discouraged 
incentive to full development; (7) high cost due to 

the fact that capital was not raised in London at a 
cheaper rate, as it might be, but on the contrary at the 
guaranteed rate which was generally higher than the 
market rate. 


As a result of such criticisms the Government gave 
up the guarantee system and itself undertook to construct 
railways from 1869. During the next ten years all the 
lines that were constructed by the state were financed 
from state funds. Under the guarantee system the charge 


State Railway 
System 1869- 1879 


on public revenues amounted to £ 
million and it was hoped to set apart 
£ 2 million annually for direct rail¬ 


way construction. In 1875 the yearly appropriation for 
railway construction was raised to Rs. 4 crores. But 
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owing to the Afghan war and famines. Government 
could not continue to provide funds for railways as ex¬ 
pected, so that by 1879 the state railway construction 
was abandoned. 

Attempts were made at first to induce companies 
to build railways without any state assistance. On their 
failure recourse was had to the guarantee. Under the 
old guarantee system the companies were the proprietors 
and raised the whole capital, while the Government 

The New guaranteed interest and reserved the 
Guarant'eeTystem right of purchase. But now railways 
1879 - 1924 "'^re constructed by the joint efforts of 

the companies and the state. The 

Government advanced part of the capital on which it 

charged interest, while it guaranteed interest, usually 
at on that part of the capital raised by the com¬ 
panies. Government took a larger share of the surplus 
profits. As the credit of the Government was placed 
at the disposal of the companies, loans could be raised at 
a lower rate than the market rate. The Government 

was the proprietor and the companies were mere lessees 
for a term of years. 

Another step forward in railway construction was 
taken in 1893 when Rebate terms were introduced with 
a view to encourage the building of branch lines. Under 
this arrangement the company could construct approved 
branch lines, paying interest out of the capital durine 

construction and obtaining a rebate up to 
20£^of the gross earnings derived by the main line from 
traffic interchanged with the branch line so as to 

27 
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permit a dividend of 4% on its capital. Besides, conces¬ 
sions were granted to branch lines in the shape of free 
grants of land and the right to be fully equipped with 
rolling stock and locomotive power by the main line. 
In 1896 the rebate was increased from 20 per cent to 
100 per cent, the guaranteed interest being reduced from 

4% to 

In 1900 the railways began to yield profits and this 
induced the Government to apply its own funds to 
railway construction. This brought into existence 
the programme system, during the Viceroyalty of Lord 
Curzon. According to it, the railway department was 
given an annual allotment of money, which varied 
according to the state of the treasury, the condition of the 
money market and the general situation in the country 
at the time. The allotment was distributed at the 
beginning of the year among the railways which required 
funds and among any new projects for which money 
was needed. 

As a result of the different methods of railway 
construction there was no uniform system of railways : 
some were owned and managed by the state, some owned 
and managed by companies, others owned by the state 
and managed by companies or owned by companies 
and managed by the state. At length, however, the state 
became the owner of all the trunk lines through the original 
supply of capital or acquisition of the companies 
interest on the termination of the old contracts. The 
management of the railways was at first left to the 
companies as a rule, subject to government control 
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exercised through the Railway Board. The contracts 

with the companies, except one fixed for a term of 

25 years, were terminable at the option of the Secretary 

of State at specified dates on payment of the companies’ 
capital at par. 


During the first World War the railways rapidly 
deteriorated partly because of the strain to which they 
were subjected by movements of troops and materials 
and partly because of the financial diflSculties of the 
government resulting in a curtailment of the annual 
programme of capital expenditure. Moreover, owing to 
the difficulty of getting railway material from England 
fresh extensions were held up and even the existing lines 
could not be kept in good condition. The Acworth 
Committee summed up the position thus • “ There are 
scores of bridges with girders unfit to carry train 
loads up to modern requirements ; there are many miles 
of rails, hundreds of engines, and thousands of 
wagons whose rightful date for renewal is long 

OVP.r-ncict ” 


In order to consider various questions of imnor- 

Acworth"?'”® “ !>= settled, the 

aa exhaustive inquity, it submitted its reporf „ " 2 ^ 
On the question of State ,ers^ Company management 

The Acworth railways the Committee favoured 

Committee ^^^^e management of all railways on 
• a- following grounds : til TJnHer ti,sa 

Z hamTemd b°" c " “ P~e 

hampered by Government control and on the tSlher 
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the Government was unable to prevent an unwise and 
unprogressive policy of a company’s Board, (ii) Funds 
required for railways could be raised by means of loans 
more easily, if the Government took over their manage¬ 
ment. (iii) In the case of external loans the credit of the 
Government of India would be a valuable asset, 
(iv) National interests would be best promoted by state 
management, (v) In practice state management has 
shown itself as good as company management, 
(vi) Under state management there would be no private 
spheres of influence and lines would be constructed as 
demanded by the real interest of the country, (vii) The 
convenience of traders and passengers might be much 
better served and the grievances of the public might be 
speedily and effectively redressed. 

The Committee recommended, apart from state 
management, the separation of railway finance from 
general finance on the twofold ground (i) that it 
would remove from the annual budget estimates the 
element of uncertainty arising from the inclusion of 
railway profits and (ii) that it would be desirable from 
the point of view of the railways which would be there¬ 
by enabled to run on commercial lines. Separation was 
thus in the mutual interest of both the railways and the 
Government. In 1924 the Legislative Assembly accept¬ 
ed the scheme for separation of railway finance from 
general finance on condition that the railways made a 
definite ascertainable annual contribution, which was to 
be the first charge on their net receipts, to the general 
revenues. This contribution was fixed at 1% on the 
capital at charge of commercial lines, excluding capital 
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contributed by companies and Indian States, at the end 

of the penultimate financial year, plus one - fifth of the 

surplus profits in that year, interest on capital at charge 

of strategic lines and loss in working being deducted 

It was further laid down that if, after payment of the 

contribution so fixed, the amount available for transfer 

to the railway reserve should exceed 3 crores, one- 

third of the excess should be paid to the general revenues. 

This railway reserve was to be utilised to secure the 

payment of the annual contribution, to provide for 

arears of depreciation and for writing down capital, and 

generally to strengthen the financial position of the 

railways. The first separate railway budget came into 
operation in 1925. 


During the period 1930-36 the financial condition 

of the railways deteriorated badly. This led to a 
demand for an inquiry into the working of the railways, 
which was reinforced by the strong plea in favour of it 
made by Sir Otto Niemeyer in his report. Accordingly 
the Indian Railway Inquiry Committee was appointed 
Th. «/ j j October, 1936, under the chairman- 

Commi«ee°° Ralph L. Wedgewood, 

Chief General Manager, London & 
North-Eastern Railway. In its report, published in 
June, 1937, various suggestions were made to improve 
the efficiency and economy of Indian railways, largely 
on the lines of the recommendations of the Pope Com¬ 
mittee (1932-34). The Committee emphasised the need 
tor an adequate depreciation fund with a normal balance 
of Rs. 30 crores. It also urged the necessity of building 
up a general reserve fund which would serve as aJ 
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equalisation fund for the payment of interest charges 
and amortisation of capital. Other recommendations 
of the Committee related to the improvement of the 
relations of the railways with the public, the revision of 
rates and fares, and rail - road combination. The 
Committee decided against large amalgamations of rail¬ 
ways as a general policy on the ground that they would 
result in unwieldy administration. 

The second World War threw on the railways an 
enormous volume of traffic. As large sums had been 
spent before the war upon new constructions, improve¬ 
ments in working methods, more powerful locomotives 
etc., the railways were better prepared to meet the 
situation than during the first World War. However, 
they were handicapped, especially in the later stages of 
the war, by the diversion of railway personnel for 
military service, the dismantling of branch lines for 
shipment overseas to theatres of war, the difficulty of 
replacements, etc. 


The partition of the country affected only three 
railway systems, viz, the North - Western, the Bengal - 
Assam, and the Jodhpur Railways, But of a total of 
11,562 miles for the three railways India retained 4,604 
miles, Pakistan’s share being 6,958 miles. The division 


Effects of partition 


of rolling stock, stores etc., was settl¬ 
ed in accordance with the Radcliflfe 


Award by the Railway Stores Sub-Committee, the 


details being worked out by Balancing Committees. 


As a result of partition, 60,000 employees opted for 


service with India and this involved the difficult problem 
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of finding comparable jobs on the Indian railways, 
apart from the grant of relief and rehabilitation 
advances. Partition cut off by road and railway the 
northern districts of West Bengal and the whole State 
of Assam from the rest of the Indian Union. This was 
remedied by the construction of a railway, 142J miles 
in length, through a narrow strip of land about 12 miles 
broad between Nepal in the north and East Pakistan in 
the south in 1948. 


The Kunzru 
Committee 


The Indian Railway Enquiry Committee (1950), 
under the chairmanship of Pandit Kunzru, made a 
thorough and painstaking study of every aspect of the 
railway situation and recommended measures of 

improvement in various directions. 
While many of the recommendations 
dealt with technical matters, others 
related to broad issues of policy. The most important 
among the latter were the postponement of the 
reorganisation of the railways for five years and the 
abolition of the railway grain shops, which, however, 
were not accepted by the Government. 

In September 1950 the Railway Stores Enquiry 
Committee was appointed with Mr. A. D. Shroff as 
chairman. The report of the Committee, published in 
June 1951, was highly critical of the existing system of 

stores purchase and usage, particularly in view of the 

The Shroff expenditure on stores formed 

Conimittce nearly a third of the annual revenue 

fnd capital budget of the railways. 
The recommendations were therefore directed to secure 
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‘‘ substantial and “ immediate ” economies, which 
would increase, in course of time, as a more even 
and balanced flow of supplies of requisite standar¬ 
dised quality began to reach the railways. In order 
to rationalise the whole system a high-powered central 

stores organisation was to be set up under the Railway 

Board. The present arrangement for obtaining supplies 
of railway stores was to be radically altered so as to 
place the responsibility for getting supplies of certain 
kinds of stores on the railways themselves. Steps have 
been taken by the Government to implement the 
Committee’s recommendations. 


An event of far - reaching importance in the annals 
of Indian railways occurred in 1951, when the 
35 different railway systems in the country were 
re-grouped into 6 great systems as follows : the Southern 
Railway (M. & S. M. Railway, S. I. Railway and the 

Mysore State Railways), the Western 
Re-grouping Railway (B. B. and C. I. Railway, 

of Rsilwflys t t 

the Saurashtra Railway, the Rajas- 
than Railway and Jaipur Railway) the Central Railway 
(the G.I.P Railway, the Nizam State Railway, the Scindia 
Railway and Dholpur Railway), the Northern Railway 
(Eastern Punjab Railway, Jodhpur Railway, Bikaner 
Railway and the western section of the East Indian 
Railway), the Eastern Railway (the Bengal Nagpur 
Railway, and the East Indian Railway except parts 
transferred to the Northern and North-Eastern Rail¬ 


ways), the North-Eastern Railway (the Oudh and Tirhut 
Railway, the Assam Railway, and parts of the East 
Indian Railway and the B. B. and C. I. Railway). These 
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six new railway zones have been formed on the principle 
of amalgamating small independant lines and well-defined 
sections of existing railways in contiguous areas into 
self-sufficient systems in compact regions having econo¬ 
mic unity and natural affinities for trade and flow of 
traffic. 


With the development of the traffic on the Indian 
railways, Mr. Thomas Robertson was deputed by the 
Secretary of State in 1901—1902 to examine the whole 
question of the organisation and working of the Indian 
railways. On his recommendation the Railway Board 


The Railway 
Board 


was constituted in 1905. It consisted 
of a chairman and two members, with 
a secretary. It was outside, but 


subordinate to, the Government of India in which it was 


represented by the Department of Commerce and 


Industry. It prepared the railway programme of ex¬ 
penditure and considered the greater questions of policy 
and economy affecting all the lines. Its administrative 


duties included the construction of new lines by state 
agency, the carrying out of new works on open lines, 
the improvement of railway management regarding 
both economy and public convenience, the arrangements 
for through traffic, the settlement of disputes between 
the lines, the control and promotion of the staff on state 
lines and the general supervision over the working and 
expenditure of the company lines. 


As there were complaints that the Board was 
subjected to excessive control by the Department of 
Commerce and Industry, in 1908 the chairman was 
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granted increased powers as well as the status of a 
secretary to Government with the right of independent 
access to the Viceroy. He usually sat in the Central 
Legislative Council as a representative of the railway 
interests. After various minor changes introduced 
during the period 1912- 1920, the Board was 
reconstituted in 1924 so that it consisted of a chief 
commissioner, a financial commissioner and two mem¬ 
bers. Each member was put in charge of a separate 
subject. Five directors were appointed to assist the 
Board so that the members might be relieved of much 
current work and thereby enabled to concentrate their 
attention on larger questions of railway policy. The 
growing importance of labour questions led to an 
appointment in 1929 of a third member whose chief 
' duty was to deal with labour problems on the railways. 
At present the Board consists of the chief commissioner, 
the financial commissioner, three members, twelve direc¬ 
tors, a secretary and 26 deputy-directors and assistants. 


There had been for long complaints against the rates 
policy of the railways. These complaints were voiced 
forth in the Imperial Legislative Council and before the 
Industrial Commission, the Fiscal Commission and the 
Acworth Committee. One of the chief grievances was 

that the rates were charged in such a 
Railway rates manner as to encourage traffic to and 

from the ports at the expense of 
internal traffic, thereby facilitating the export of raw 
materials and the import of foreign manufactures. 
Indian businessmen and industrialists also complained 
against the ‘ block rates ’ system as leading to an 


policy 
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artificial diversion of traffic calculated to injure Indian 
industry and trade. As admitted by the Fiscal Commis¬ 
sion the charges of unfair treatment of Indian industries 
by the railways were not unfounded. The Industrial 
Commission made recommendations so as to secure 
equality for internal traffic with the traffic to and from 
the ports. The Fiscal Commission approved of those 
recommendations and suggested the granting of special 
rates for a term of years to new industries and even to 
otheis, if necessary. The Royal Commission on Indian 
Agriculture pleaded for concession rates on the transport 
of fertilisers, fuel, fodder, milch cattle etc., and a 
revision of rates on raw material for, and transport of 
agricultural machinery and implements. Some of its 
recommendations were adopted in 1930. The Wedge- 
wood Committee urged that the structure of the Indian 

railway rates, which was cumbrous and illogical, should 
be drastically simplified. 


As suggested by the Acworth Committee a Rates 
Advisory Committee was appointed in 1926. It consisted 
of a president and two members of whom one repre¬ 
sented the commercial interests and the other the 
railways. Its function was to investigate and make 
recommendations to the Government on the following 
subjects :- (i) complaints of undue preference; (ii) comn- 

aints that rates were unreasonable in themselves ■ 
( 111 ) complaints or disputes in respect of terminals and 
complaints about the failure of the railways to provide 
reasonable facilities to trade ; (iv) conditions J 
orrect packing ; (v) complaints regarding conditions 
of packing attached to a rate. The Committee 
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adopted a simplified and more expeditious procedure 
in 1940, in accordance with the recommendations 
of the Wedgewood Committee. 

The advantages of railways from the political, 
social and economic point of view are too obvious 
to need any detailed mention. It is enough to observe 
that as the most important form of transport, they 

Effects of Raitways Contributed not a Uttle towards 

efficient administration, military 
defence, famine relief, the growth of trade and Industry, 
the effective utilisation of the country’s resources, and a 
more even distribution of population. Towns and ports 
have developed under their influence. They have assisted 
publicity campaigns for improvements in various 
directions, such as sanitation, agriculture, etc. They 
have helped to increase Government revenues directly by 
giving a share of their profits and indirectly by increas¬ 
ing the total wealth of the country and hence the taxable 
capacity of the people. 

On the other hand the railways have led to some 
adverse effects, the chief among them being the 
hastening of the decline of the indigenous industries, 
the one - sided economic development of the country 
in which the exports consisted almost entirely of 
raw materials and the imports of manufactured arti¬ 
cles, the reckless destruction of forests in the early 
stages of railway development for the supply of fuel, 
the introduction of foreign capital and foreign invest¬ 
ment which involved certain serious disadvantages 
along with certain benefits. 
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Shipping 

India could be said to have been a great sea¬ 
faring country till the nineteenth century. India 
could and did build ships which sailed to the Thames 
in company with British - built ships and under 
the convoy of British frigates. According to an 
official report of 1800, “ the Port of Calcutta contains 
about 10,000 tons of shipping built in India of a 
description calculated for the conveyance of cargoes 
to England. The teak wood vessels of Bombay are 
greatly superior to the oaken walls of Old England.” 

At the death of Akbar the great bulk of 
commerce in the Indian seas was carried in ships, 
built in India. India had also great passenger ships 
much larger than any in contemporary Europe with 
the exception of the ships built by the Portuguese. 
Later, Indian shipping decayed owing to several causes, 
such as the introduction of iron - built ships which 
deprived India of her advantage in respect of timber, 
the rapid improvement in naval architecture and the 
adoption of mechanised sea transport, the jealousy of 
the British shipping interests and the policy of the 
British Navigation Acts. During the last hundred years 
or so the British Indian Steam Navigation Company has 
dominated the coastal as well as the overseas trade of 
India. All the companies, both Indian and British, 
have constituted themselves into a conference for the 
regulation of the coastal trade so as to avoid rate wars. 
As the conference is dominated by foreign interests 
indigenous shipping enterprise has had little scope' 
Indian ship-owners have been suffering from two 
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serious handicaps, viz. the deferred rebate system and 
rale wars. 

Like shipping, the ship-building industry in India 
has had little scope of development. Except in the case of 
small vessels, Indian ship-builders cannot compete with 
the foreign ship-builders. Moreover, till recently India 
had no suitable ship-building yards for large ships, the 

few repair shops that existed being under the control of 
non-Indian interests. 

Realising the obvious need for an Indian mercantile 
marine, the Government appointed the Indian Mercan¬ 
tile Marine Committee in February 1923 to report on 
the measures necessary for the promotion of the Indian 
shipping and ship-building industries. The Committee 
recommended (1) the establishment of a training ship 
at Bombay by the Government to provide for both the 
training and future employment of the officers of the 
mercantile marine; (2) provision for the training of 
marine engineers at the Colleges of Engineering and of 
facilities for further experience at sea; (3) reservation 
of the coastal trade to licensed shipping companies 
which were to arrange for eventual Indianisation of 
ownership and controlling interests; (4) the grant of 
navigation bounties to purely Indian shipping compa¬ 
nies in respect of overseas trade to other countries under 
certain conditions ; (5) the development of Calcutta as 
a centre of self-propelled ship-building; (6) Government 
assistance to an Indian company in establishing a ship¬ 
building yard through cheap loans and help in acquiring 
a suitable site, extension of Government and Port Trust 
patronage on certain terms regarding the cost, and legal 
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provision that on the completion of the ship-building 
yard all ships seeking a licence on the coast should be 
required to be Indian-built ships ; (7) the obtaining of 
expert assistance from abroad for ship-building at the 
outset. 

Apart from the establishment of the training 
ship Dufferein, the other recommendations of the 
Mercantile Marine Committee were not given effect to 
by the Government. Thereupon Mr. Haji introduced 
a bill in the Assembly in September 1928, seeking to 
reserve coastal traffic to Indian shipping, and another 
in February 1929, for the abolition of the deferred 
rebate system with a view to put an end to the shipping 
monopoly of foreign interests. Neither bill was passed, 
and under the Government of India Act in 1935 legisla¬ 
tion of this type was not permissible, as under sections 
113 and 115 of the Act no discrimination could be made 
against British steamship companies operating in coastal 
trade. A non-official coastal traffic bill introduced in 
the Central Assembly by Sir A. H. Ghuznavi in Septem¬ 
ber, 1937, for the purpose of regulating unfair competition 
in coastal waters failed to pass owing to the opposition 
of the Government. But in March, 1939, the Council of 
State passed a resolution urging the Government to 
take more active steps to protect and expand the Indian 
mercaiitile marine, though no action was taken on the 
resolution. According to the report of the Reconstruc¬ 
tion Policy Sub-committee on Shipping (1947) a target 
of two million gross tons of shipping was to be secured 
by 1954 so as to secure for Indian shipping the 
entire coastal trade, 75% each of India’s trade with 

Ceylon, 50% of India’s distant trade and 
30/o of the trade lost by the Axis powers in the 
East. The Committee recommended the establishment 
of a shipping board with power to issue licences to 
companies engaged in coastal trade, to control unfair 
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competition and to advise the Government regarding 
state aid to Indian shipping and Government control 
of companies receiving such aid. “ Indian shipping ” 
was defined by the majority report as “ shipping owned, 
controlled and managed by the nationals of India ”, 
while the note of dissent by Sir. A. H. Ghuznavi 
defined the term so as to apply to companies in which 
at least 75% of the shares were held by Indians. 


During the second World War. the clear neccessity 
of every maritime country building its own ships in its 
own yards was realised. An Indian ship - building yard 
was established at Vizagapatam through the initiative of 
Mr. Walchand Hirachand. The Scindia Steam Naviga¬ 
tion Company Ltd. constructed ship - building berths. 
After some delay the work of building ships went ahead, 
the first ship S. S. Jalausha being launched in January 

1948. During the first three years, five 8,000 tonners 
including S. S. Jalapankhi and S. S. Jalapadma were 
turned out from the Vizagapatam shipyard. In January, 

1949, the Government of India took over the yard. 

In accordance with the target of 2 million tons within 
5 years, fixed by the Shipping Policy Sub - Committee, a 
number of new companies have been organised and 
Indian shipping has now increased to 363,053 gross tons. 
In November, 1947, the Government announced its 
intention to establish three shipping corporations in 
which Government would subscribe 51/'^ of the capital, 
nominate Directors in proportion to their contribution, 
and allow Indian companies to hold shares as well as 
run the corporations as managing agents. Each 
corporation was to operate on a different route. As a 
start. Government has floated only one corporation, tor 
which two vessels have been bought at a cost o 
Rs. 40 lakhs. 



INDEX 


Acworth Committee 419-421 

Agrarian Revolution 30-32 | 

Agricultural Colleges 32, 51 

Agricultural Credit Corporation 
18 I 

Agricultural Departments 43. 
46, 48. 49-51, 82 

Agricultural Institute, Pusa47, ’ 
48, 50 

Agricultural Marketing 54-55 

Agricultural Research, The 
Indian Council of 32, 48-49 
50, 82 ! 

Agriculture, Commercialisation ! 
of 5, 6, 38-41 ' 

Agriculture, Royal Commission 
on Indian 48, 49, 50, 76, 82 

Agriculture, State Aid to 42-57 ! 

Agri-horticultural Societies 43, ' 
44 I 

s 

Agriculturists’ Debt Relief ! 

Acts 8, 10 , 15-17 i 

American Civil War 33-37 41 i 
143, 325 ’ I 

Babington-Smith Committee ‘ 
379-381 


Banks and Banking System 
388-394 


Canals 77-86, 411-413 

Capital 272-281; Indigenous 
272-73; Foreign 277-81 


Caste 4 

Cattle Breeding 31, 47, 52-53 
Cement Combine 240-241 
Cement Industry 239-242 
Census Report (1901) 3 
Chamberlain Commission 
378-379 

Chemical Industry 224-229 
Cinchona 183-184 
Coal Industry 211-220 
Code of Civil Procedure 11 
Coffee 180-182 
Community Projects 57 
Consolidation of Holdings 
20-24, 31 

Contract Act 11 
Co-operative Farming 24 

Co-operative Movement; 
Consumers’ Societies 100-103; 
Producers’ Societies 103-105; 
Other Types 102-106 

Cottage Industries 247-255 
Cotton Excise 362-366 
Cotton-Mill Industry 143-155 
Country Artisan 24-30 
Crimean War 157-327 

Debt Conciliation 13-15 
Deccan Riots Committee 8 
Departments of Industries 
260-261 

Deshmukh Award 405 
Discriminating Protection 262. 
358-360 

Diwani 110 



434 


Engineering Industry 221-224 
Exchange Banks 393-394 

Factory Acts 282-290 
Famines 42, 40, 58-74, 82, 144 
Famines, Causes of 58 
Famine Codes 64, 66 
Famine Commissions 4, 42, 45, 
47, 64, 65, 66, 73, 76, 88 

Famines, Effects of 58-59 

Famine Insurance Fund 70-71, 
79 

Famine Policy 58-74 
Famine Trusi-, Indian Peoples’ 
71 

Farm Loan Banks 98 
Financial Administration 401- 
405 

Fiscal Commission (1921) 232, 
35S,366 

Fiscal Commission (1949) 
360-362 

Five Year Plan 57, 84, 210, 
253-254 

Foreign Trade 128-129, 131 
322-353 

Fowler Committee 377-378 
Franco-Prussian War 136 

General Agreement on Trade 
and Tariffs 361-357 

Grow More Food Campaign 74 

Guarantee system 86, 414-416, 
417 

Gurgoan experiment 66 

Handicrafts, Decline of 19, 
127-28, 134-142 


Handloom industry 28, 2^, 
145. 161, 165, 167, 173, 

249-250, 254-255 

Herschell Committee 376-377 
Hilfcon-YoungCommission 381- 
382 

Holdings, Subdivision and 
Fragmentation of 6, 18-24, 
31, 105, 

Imperial Bank 390-391 
Imperial preference 366-369 
Indian Companies Act 14 
Indian Industrial Commission 
258-260 

Indian Munitions Board 259 
Indigo 184 185 
Industrial Banks 273-274 
Industrial disputes 314-321 
Industrial disputes legislation 
316-321 

Industrial Finance Corporation 
275-277 

Industrial planning 262-263 
Industrial policy 266-266 
Industrial Policy Resolution 
(1948) 263-266 

Industrial Revolution 132-133 
Industrialisation, Tests of 128- 
International Trade Organisa¬ 
tion 361-353 

Iron and Steel industry 
197-220 


Irrigation 4, 5, 31, 41, 42, 43, 
46, 62, 69, 76-86 


Irrigation Com 


it 


ission 80 



435 


Joint family 4, 19 
Jointstock Banks 389-390 
Jute industry 156-63» 351 

Korean War 351 
Kunzru Committee 423 

Labour legislation 180, 282- 
304 

Labour movement 305-314 
Laissez Faire 42, 138, 142, 
256, 258 

Lancashire Cotton Famine 28 
Land Mortgage Banks 52, 98- 
100 

Landschafien 98 
Land Tenures 108-125 
Luzzatti Banks 53 

Mahahvari System 109, 112- 
113 

Managing Agency System 148, 
267-272 

Manchester Cotton Supply 
Association 45 

Manu 108 

Match Industry 242-243 
Mines Acts 292-294 

National Extension Service 
57 

Niemeyer Award 404-406. 

Oil-pressing Industry 27, 245- 
46 

Ottawa Agreement 153, 341- 
343 


Paper Currency 385-388 
Paper Industry 233-235 
Partition, Effects of 83, 155, 
162-163, 168-169, 178-179 
193, 208 

Permanent Settlement 110, 
114-115 

Plantation Industries 175-185 
Plantation Labour Acts 294- 
296 

Pope Committee 421 
Post Ofhce Savings Banks 394 
Programme System 418 
Public Debt 400-401 
Public Expenditure 399-400 

Raiffeisen Societies 05 
Railways 69, 73, 85, 130, 131 
325 413-428 

Railway Board 425-426 
Railway Labour Legislation 
298-299 

Railway Rates 426-428 
Rebate System 417-418 
Revenues 395-398 
Reserve Bank of India 98 
392-393 

Roads, 408-411 Road-Rail 
Co-ordination 410^11 

Rochdale Pioneers 101 
Rubber 182-183 

Rubber Restriction Scheme 
182 

Rural uplift 57 

Ryotwari system 109, 113-114 



436 


Salt Industry 243-245 

Schulze-Delitzach banks 96 
Sericulture 170-172 
Shipping 429-432 
Shop Acts 290-292 
ShrofiF Committee 423-424 
Silk industry 112-17^ 

Social insurance 299-303 
Standardisation of weights 
and measures 55 

Suez Canal 41, 325, 337-340 
Sugar Industry 186-196 
Sugar Syndicate 191, 193-195 

Takkavi loans 17, 46. 52, 64, 
66, 69, 76 

Tanks 76-77 

Tanning industry 229-232 
Tariff Board 369-372 

TarifFBoard enquiries 146-149, 
151, 152, 153, 167, 172. 174, 
188-189, 190,. 194-195, 203 ' 
204-205, 206, 208,214-215. 
226, 237, 239, 241 242-243, 
244 

Tariff Commission 373-374 
Tariff policy 354-374 
Tea 175-180 I 

Tea Restriction Sch 

177 - ' ^ 

S ettlement 11 5-^^ 


Tenancy laws 118-121, 122 
123, 125 

Towns, Growth of 129-131 
Trade Agreements 340-353 

Veterinary Colleges 63 
Veterinary department 53 

Wages Acts 296-298 
Wedgewood Committee 
421-422 
Wells 75-76 

Woollen Industry 164-169 
Workers’ Welfare 303-304 

World Economic Depression, 
Effects of 10, 160-161, 177, 
207. 329 

World War I — Effects on 
Industry 145, 158, 165, 167, 
176, 185, 187, 201-202, 212, 
225,230-231 237, 240, 246 
268-259 ; Effects on Foreign 
Trade 326-327, 334-335 

World War II — Effects on 
Industry 154—155, 161-162. 
165, 167, 168. 177-178, 181 
182, 183, 192, 193. 207. 217- 
218, 222, 227- 228, 232, 238 
241, 246, 262-253, 262; 

Effects on Foreign Trade 
330-333, 336-337 


.mindari System 2, 55, 90 
'9-111 ; Abolition of 31, 56 

121-124 


^ t 

fy i .dl 



QLLflHP IQBQL LI8RQRV 






16482 


Printed at 


^poTy United Printers Ltd.» Tiruchirapalli 































